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1Chapter One:
A Theoretical Framework
2Chapter One
A Theoretical Framework
Introduction:
Considerable body of literature has grown in areas of savings and investment
both from developmental economics point of view as well as monetary and
banking school of Economics .This research is confined to long run trends of
savings and investment in Indian economy. All the models have relied upon
the process of savings - investment and capital formation in a developing
economy. Therefore, emphasis is given on developmental framework than
that of pure monetarist, Keynesian or post Keynesian development issues.
This chapter is divided into four parts; the first one evaluates developmental
aspects and role of savings and investments in an economy. The second part
of the chapter highlights the problem, rationale, relevance and the objectives
of the study. The third part, deals with methodology adopted for the research,
whereas, the forth part includes the chapter scheme.
1.1 Theoretical Background
The academic interest in the area of economic growth is not new. Since the
inception of the subject of economics the work in the field of economic growth
and development can be traced down. Starting from the “An enquiry into
nature and causes of wealth of nations” by Adam Smith in the year 1776,
followed by other classical economists like Ricardo, Malthus, then Marx,
Schumpeter, Harrod and Domar, Neo classical models given by Solow, Swan
and Meade, the models given by Cambridge economists such as Kaldor,
Kahn, Joan Robinson, Kalecki and Pasinetti, the models given by Solow,
Leibenstein, Nurkse, Hirschman and so on are the works in this field of growth
and development.
The Classical models were based on capitalist system, where profit was the
motivating force for the production activity. An increase in profits encourages
new Investment, which further results into increased stock of capital. A higher
stock of capital translates into technological progress, growth of wage fund
3and labour force. An increase in population growth and increased labour force
results into diminishing returns to labour. This raises the labour cost and
reduces profits value and ultimately results into stationary state. Thus,
according to classical economists, capital accumulation has a strategic role to
play in the process of economic growth. The models given by Adam Smith
and Ricardo, assumed that the savings would be transformed into Investment
without leakages, whereas, the Malthus was of opinion that the investments
are not necessarily equal to savings.
Karl Marx proposed Socialism as an alternative model to Capitalism for
development. According to him, the Capitalism is characterized by some
internal contradictions that would result into its collapse in the long run and
would result into Socialism. According to him, the real barrier of capitalist
production is capital itself. The author also realized the importance of capital
accumulation for the economic growth. Capital accumulation rather than
depending upon the profit rate is determined by the productive power i.e.
“surplus labour”. The fall in profit rate results into substitution of labour by
capital. Such substitution decreases the surplus value. Due to fall in surplus
value, the production become unprofitable and ultimately results into large
scale unemployment. The problems accentuates further with bankruptcies
and breakdown of credit facilities.
According to Schumpeter, the economy is charaterised by circular flow which
is broken by entrepreneurs with an innovation so as to earn profits. The
entrepreneurs are financed through bank credit for investment in innovations.
Once the new innovation become profitable, it is followed by other
entrepreneurs. The bank credit increases the money incomes, prices, profits
which further increases the demand for bank credit. The macro economic
environment is characterized by over optimism and speculation which fuels
the boom. But as the new products enter the markets the demand for the old
products falls and the process of liquidation, readjustment and absorption
starts and eventually leads to depression.
The contribution of Lord John Mynard Keynes is in the field of short run
analysis but it has profound effect on the economic thinking for growth and
4development models. His approach was fundamentally different from
Classicals. The author emphasized on the role of effective demand to
overcome unemployment. To him Investment depends upon marginal
efficiency of capital and rate of interest on money. The equilibrium of
aggregate demand and supply do not necessarily results into full employment.
In the opinion of Keynes Savings adjust to Investment level through working
of multiplier, interest rate determination is a monetary phenomenon, wage
rates are not perfectly flexible and there is no dichotomy between the theory
of value and distribution and the theory of money. The author also advocated
the use of fiscal policy to increase effective demand so that unemployment
can be reduced.
The applicability of Keynes’s theory for underdeveloped economy has been
questioned by number of economists. According to V.K.R.V Rao, Keynes
theory of employment and more particularly multiplier principle has little
relevance for policy decisions in underdeveloped economies. The case of
Investment supported by deficit financing for raising the level of output is
better suited to developed economies in comparison to the developing ones.
Any attempt to increase effective demand through deficit financing in
developing economies would result in inflationary price rise instead of
increasing the level of output.
Although the Keynes’s theory is static in nature, it has opened the way for
studying the dynamic problems also. The involuntary unemployment at
equilibrium, role of stock of capital in determination of national output and
national income analysis in terms of Consumption, Savings, Investment,
Employment and other variables are few such contributions of his theory
which have added new dimensions to the long run dynamic problems of
economic growth and development.
The Harrod and Domar models are based on Keynes’s theory. These
models bridged the gap between Keynes’s short run static theory and
dynamics of long run growth. As both of these models deals with the
conditions for full employment in the long run, they are known as steady state
models of growth. According to these models, Investment on one side
5generates income and on the other side creates productive capacity. The
economy needs to grow at a rate so that savings at full employment level are
fully absorbed and capital stock is fully utilized. Such a warranted rate of
growth will depend upon the Incremental Capital Output Ratio (ICOR) and
size of multiplier. But the actual growth rate may differ from this. If actual
growth rate is higher than the warranted rate of growth then it may result into
chronic inflationary gap while if the actual growth rate is lower than the
warranted rate of growth then economy will face chronic deflationary gap.
Thus, the business cycle can be considered as a case of deviation from the
path of steady growth. It is noteworthy that these conclusions are based on
assumptions that a fix proportion of income is devoted to savings, the amount
of labour and capital required to produce a unit of output is fixed, labour grows
over the time at a constant rate and there are constant returns to scale.
Neo classical models given Solow, Swan and Meade relaxed the
assumption of fixed coefficient in production and tried to eliminate the razor -
edge rigidity of the Harrod and Domar models. The emphasis was on
possibility of substituting labour and capital. This opened the possibility of
using number of capital - labour ratios. Therefore, the capital – output ratio
can be adjusted and hence the warranted rate and natural rate can be
brought   into equality and steady state growth of economy can be assured.
The models given by Cambridge economists such as Kaldor, Kahn, Joan
Robinson, Kalecki and Pasinetti tried to bring equality between warranted rate
of growth and natural rate of growth via changes in the savings rate.
The Investment function in Neo - classical model is almost non – existent.
According to the neo – classical models for the given labour force there is full
employment level of output. The certain fraction of output is saved and
translated into Investment. The monetary and fiscal policies can be formulated
so as to ensure that savings are converted into Investments. The Cambridge
models go by the Keynesian approach for determination of Investment. The
Investment is determined on the basis of expectations present capital stock
etc. by the entrepreneur. At any point of time level of Investment is given and
it is not easily influenced by changes in Fiscal and monetary policies. Once
6Investment is determined, the economy can be maintained at full or near full
employment level by varying the distribution of income keeping in view
difference in savings propensities of capitalists and workers. Thus, some
fundamental difference in opinion regarding Investment can be observed in
Neo classical and Cambridge models
The models given by Solow, Leibenstein and some others have suggested
that the natural rate of growth can be adjusted to bring it equal to warranted
rate of growth. They argued that the natural rate is function of real wage rate
and hence it can be adjusted to desired level. The advantage of such models
is that they can show the working of economic influence on the mortality and
fertility and secondly, they can provide a link between theory of growth and
theory of development through unlimited supply of labour from backward
sector. Thus, the concept of dualism in the case of underdeveloped
economies evolved, which became an important consideration for framing
development strategies in such underdeveloped economies.
Some models based on dualism were developed by Boeke, Higgins, Lewis,
Fei and Ranis. They identified either social or technological dualism as a
principal cause of low growth and development. The models given by
Rosenstein – Rodan, Nurkse and Lewis advocated the doctrine of balanced
growth where all the sectors of the economy should grow simultaneously and
harmoniously. Opposed to this balanced growth doctrine, Hirschman
proposed the concept of ‘unbalanced growth’. According to Hirschman, in
underdeveloped economies capital is scarce and hence it is not feasible to
invest heavily in all the sectors simultaneously to achieve a high growth rate.
As opposed to balanced growth, in the underdeveloped economies
investment should be undertaken in selected industries or sectors for their
rapid development. The resultant economies from these industries or sectors
should be utilized for the development of other sectors.
Apart from changes in savings rate, warranted rate of growth and natural rate
of growth, the equality between warranted rate and natural rate can be
brought about by technical progress. The technical progress can be neutral,
labour savings and capital savings. The technical progress goes on at an
7externally given rate and results in an increase in output that can be produced
by any combination of factors of production.
The two gap model of economic development has been proposed by
Chenery and Strout. As per their model savings gap and foreign exchange
gap are two independent factors that limit the growth in the underdeveloped
economies. They suggested foreign assistance can be used to fill these gaps
so that an economy can achieve a desired rate of growth. They were of the
view that the foreign assistance has become virtually a separate factor of
production, whose productivity and allocation provide one of the central
problems for a modern theory of development. The authors have formulated a
theoretical framework to analyze the process of development with external
assistance in quantitative terms. This framework is then used to evaluate the
current performance of the developing countries and to assess their future
needs for assistance.
The Mahalanobis model has considered national income and investment as
variables. It has basically two sectors – the investment goods sector and
consumer goods sector. It was later on extended to four sector model. As per
this model in order to achieve a certain growth rate for the economy, the total
investible funds have been divided in such a way that it leads to the required
growth rate. It focused on expanding Investment goods sector and thereby
producing larger quantities of Investment goods. The investment in
Investment goods sector is supposed to generate increased purchasing
power. Therefore, demand for consumer goods is expected to increase. The
consumer goods sector being relatively labour intensive, required
comparatively less capital but employ more labor. Thus, a balance between
the Investment goods sector and consumer goods sector is established. The
basic argument of model is that the higher the proportion of investment is
allocated on capital goods sector higher will be the growth rate of
consumption over the time. Therefore more emphasis on expansion of
investment goods sector should be given at an early stage of industrialization.
Most economies of world including India aspire to achieve higher and higher
economic growth rate. The savings and investment pattern in the economy,
8guides the formation of capital, which further leads to economic growth. In the
context of these models and present global macroeconomic scenario, the
study of savings, investment and growth in the India becomes important.
1.2 The Problem, Rationale, Relevance and Objectives of the  study:
1.2.1 The Problem
Economic growth in any country largely depends on the investment, given the
capital output ratio. The continuous flow of investment depends on the
savings generated within and from outside the economic system. If there is
any gap between domestic savings and investments, there should be
adequate mechanism to address the issue. Both the developing and the
emerging market economies are facing shortage of Financial Savings to
support the required rate of investment in the economy. And India is no
exception about this.
In India, savings rate and investment rate has increased from about 8 per cent
in 1950 - 51 to above 34 per cent during the year 2006 - 07. Along with
increased savings and investment rates, economic growth has also shown a
remarkable progress from what is known as Hindu rate of growth to more than
9 per cent growth. This has been made possible because of various factors
including macroeconomic policies followed by government.
In this context it is very important to analyze the trends and patterns of
savings, investments, gap and economic growth along with the systematic
study of macroeconomic policies persuaded by government over a period of
time. At the same time, the detail study in order to find the contribution of
various sectors in savings, investments, gap and growth becomes necessary.
Such an analysis will provide insight about individual components which might
have drastically changed over long period. They either have become relevant
and hence can’t be ignored or have become irrelevant and needs
reconsideration. These insights can be quite useful for planning and policy
making purpose
91.2.2 Rationale of the Study
It is evident from the overview of various models that there is no unanimity
among the economists regarding how to achieve high economic growth. At
least the logical reasoning that can be developed from these models is that
the economic growth is function of investment. Investment depends upon
mobilization of resources. Savings contribute towards financing of investment.
Thus the savings and investment pattern in the economy guides the formation
of capital, which further leads to economic growth. In the long run capital
formation is governed by savings - rate. With increase in savings, capital
stock grows, which further helps in improving potential output of an economy.
The scarcity of capital inhibits the use of more productive technologies and
thus affects the growth. This aspect can also be seen as a gap between
Savings and Investment. In most of the low income economies Savings are
less than desired level of investment. There is a negative savings –
investment gap. It is a challenge for planners and policy makers to increase
Investment rate to achieve higher growth on one hand and to manage the
negative gap on other hand. It is also noteworthy that in the initial stages
investment drives growth and then growth drives the savings and finally it
becomes a virtuous cycle of savings and investment and economic growth
each driving the other.
In context of India it would be interesting to study how over the decades the
savings behavior and investment pattern has changed and how it has affected
the growth. In this  study undertaken by  the researcher, emphasis is given
not only to observe how the Savings rate, Investment rate, Growth rate and
Savings – Investment Gap have fluctuated during the period 1970 - 2004 but
also in depth analysis of various components of  Savings and Investment has
been done for Indian Economy. Apart from that, various aspects of external
sector and monetary - fiscal policy framework are also analyzed which have
direct - indirect bearing on Savings, Investment, Growth and Gap.
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1.2.3. Relevance of  the study
This kind of study, from the view point of macro economic policy formulation,
provides number of insights which may be helpful in evaluating the past
policies and formulating the future ones. The compositional analysis of Gross
Domestic Savings, Gross Capital Formation, Current Account Balance,
Economic growth rate and monetary and fiscal policy environment in India for
the period of 1970 - 71 to 2003 - 04 is expected to throw some light on
behavioural changes, relative relevance and inter -  relations of components
and sub components on one hand and effectiveness of the past policies in the
given context. The present scenario has also been analysed and future
prospects are estimated with trend analysis which may further be helpful for
the policy purposes.
The study may also be useful for planning purpose. In all the Five Year Plans
for Indian economy the macro - economic framework is structured around
Savings - rate, Investment rate and ICOR with respect to targeted rate of
growth. Although the study is not under taken purely on the lines of Five Year
Plans in analyzing the macro - economic variables, the decadal analysis
undertaken may provide another angle in interpreting the behavioural
changes in macro - economic variables spread over the plans.
 As the period (1970 - 71 to 2003 - 04) under consideration is sufficiently
large, the sectoral contribution of Private Corporate Sector, Public Sector, and
Household sector in Savings, Investment and Growth and changes therein
may help in understanding inter - sectoral flows and their effects. Thus, the
role of financial planning can also be evaluated. The study has also estimated
the future values of Savings rate, Investment rate and Economic growth rate
from trend analysis that may also help in future financial planning.
The study may also find some application in industry. The analysis of
behaviour of components of Financial Savings may generate some interest
among commercial banks, insurance sector, capital market agents and other
entities of financial markets. Apart from pattern of Financial Savings the
businesses may also get clue to past, present and future savings, investment
11
and growth aspects and macro economic policy changes which are very much
part of external business environment. Lastly, the role of Private Corporate
Sector in context of mobilization of savings and investment in India can also
be adjudged.
The study also deals with analysis of composition of Public Sector savings
and Investment pattern which may again provide important insights regarding
working of and role of Public Sector in India. The behavioural and
compositional change in contribution of Public Sector in generation of savings,
change in its contribution to gross capital formation over the time and
dependence on other sectors for fulfilling the gap between its savings and
investment are expected to throw some light on desired policy needed for
Public Sector.
The Household Sector has also something to gain from this study. Being net
surplus sector of savings the contribution of Household Sector to growth
performance in past and its role in future is revealed by the study. The
Household Sector may base its expectations and planning on the basis of
Investment and growth trends on one hand and policy environment on the
other. The study also provides insight into behaviour of Physical Savings and
components of Financial Savings which may prove to be useful to the
Household Sector.
1.2.4. Objectives:
a) To study the behavioral changes in and interrelationships among
the Savings rate, Investment rate and Economic growth rate over
sufficiently long period of time and to estimate their future values.
b) To analyse the relative changes in shares of household sector,
private corporate sector and public sector and in Gross Domestic
Savings and Gross Capital Formation.
c) To undertake behavioural analysis of components of household
savings, private corporate savings and public sector savings over
the time.
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d) To study changes in domestic gap between savings rate and
investment rate and the role of external sector in bridging the gap.
e) To examine the macro economic policy environment in the context
of economic growth rate.
1.3 Research methodology
1.3.1 The identification of the problem: -
Present study has been undertaken by the researcher after the
primary survey of literature in the field of savings, investment,
savings – investment gap and economic growth. Extensive
deliberations and consultations on various aspects of the topic have
been undertaken by the researcher with the research guide before
finalizing the topic. It was felt that the research in the field of
economic growth would be a worthy exercise as lately economic
growth has received a lot of attention and interest in academic
circles, government, businesses and households.
1.3.2. Scope and Significance of the study:
The study primarily deals with behavioural analysis of macro
economic aggregates i.e. Savings, Investment, Economic Growth,
and Savings – Investment Gap, Current Account Balance and
macro economic policy changes for the Indian economy. The
observations of the study are significant as they have application for
the evaluation and formulation of macro economic policies and Five
Year Plans in the context of capital formation and economic growth.
The study may also be useful for businesses and Household
Sector.
1.3.3. Research Design
It is essential to formulate the systematic plan for conducting the
research. The present study is an exploratory study that deals with
macro economic variables. The study is divided into three phases
the Past, Present and Future. The period 1970 - 71 to 2003 - 04 is
taken for analyzing the behaviour and composition of Gross
Domestic Savings, Gross Capital Formation, Savings – Investment
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gap and Current Account Balance on decadal basis.  The
Economic growth rate and monetary and fiscal policies are also
analysed for the same period. The average decadal values, yearly
growth rates and correlation coefficients are also calculated for the
period using appropriate statistical tools.  The second phase deals
with present scenario of the Savings rate, Investment rate and
growth rate for the Indian economy. The third phase of the study
deals with estimation of Savings rate, Investment rate and growth
rate for the Indian economy for the period 2007 - 08 to 2011 - 12
with the  three best fitting curves for time – series  trend analysis.
1.3.4. Data collection
The data for the study on macro - economic variables such as
Savings, Investment, Growth, Budget Deficits, Balance of
Payments etc., is collected from secondary sources. The agencies
like CMIE, CSO, RBI, Ministry of Finance and various departments
of GoI provide such secondary data through there publications and
websites. In this study secondary data is collected from such
authenticated sources. The data and literature is collected from
various libraries of academic institutions of Ahmedabad city like
IIM Ahmedabad, CPI, SPISER, Gujarat Vidyapith, ICFAI Business
School and Gujarat University. The valuable services of
INFLIBNET Center are also utilized to search data and literature
from international journals. The data and literature is collected
from various issues of Economic Surveys, Five – Year Plans, RBI
Bulletins and Reports, EPW, CMIE reports and Websites of  RBI,
Ministries of GOI, World - Bank, JSTOR etc.
1.3.5. Tools for data - analysis: -
The attributes such as percentage share, growth rates, long term
trend, correlation, average values and changes therein are
analyzed on decadal and overall basis. The forecasting of savings
rate, investment rate and economic growth rate is also undertaken
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on the basis of Cubic, Quadratic and exponential trend analysis
considering the R2 values. R2 analysis is used find which function
is better fit in than that of linear, logarithmic, log linear, power
functions etc. As R2 values of Cubic, Quadratic and exponential
are high for the  given data, they are used for estimating future
values of savings rate, investment rate and economic growth rate
For most of the variables line – graphs are also drawn to get
overall picture which is easy to comprehend. Number of
observations is presented in tabular form for better presentation. In
order to calculate all such attributes help of computer programs
Excel and SPSS is taken.
1.3.6. Limitations of this study: -
Present study involves extensive analysis of data related to
savings, investments, gap, and growth for the period 1970 - 71 to
2003 - 04. The available data for some of the component are
analyzed up to 2008 - 09 in a limited way.  In spite of extensive
coverage, because of limited time, finance and human resources
study has some limitations.
1. Data pertaining to most of the components of savings and
investments are available up to 2003 - 04. Up dated data are
not collected for all the components.
2. Study relies heavily on CMIE reports and Economic surveys
for data. Other sources of macroeconomic data are explored
in a limited way.
3. Study is limited to analysis of behavioral changes in the
components of savings and investments. The factors behind
the change in savings, investment and economic growth rate
are not studied.
4. Literature review is limited by the fact that the literature
related the relationship between savings, investment and
growth, especially in Indian context, is not much explored.
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5. Study uses the simple statistical techniques like trend
analysis and correlation. Complex mathematical models
generally used in this area are not explored.
1.4. Chapter Scheme:
The study is divided into seven chapters. The brief introduction of each
chapter is as follows:
1.4.1 Chapter One: A theoretical framework
The first chapter is divided in four sections. The first section
starts with the theoretical background to research problem
under consideration. It covers a brief over view of various
growth and development models. The second part of the
chapter highlights the problem, rationale, relevance and the
objectives of the study. The third part is about the
methodological approach adopted for the research, whereas,
the forth part includes the chapter scheme.
1.4.2 Chapter Two: Review of Literature and Emerging issues
 The second chapter is divided into three sections: the first one
reviews the literature related to various studies and the second
section covers the summary of five year plans in context of
savings, investments, and growth. The third section deals with
the sorted issues of research and issues addressed in present
research.
1.4.3 Chapter Three: Trends and patterns of Savings in Indian Economy
This chapter includes comprehensive analysis of Gross
Domestic Savings and its components. The chapter on Savings
consists of five sections. The first section is introductory in
nature. The average values, growth rates, relative shares for all
such components is calculated and analyzed for a time period
1970 - 2004 in the section two. The third section deals with the
present scenario savings in India, whereas, forth section relates
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to future prospects for Savings rate. In the last section
correlation coefficient matrix is calculated and analysed.
1.4.4 Chapter Four: Trends and patterns of Investment in Indian
Economy
The fourth chapter deals with sectoral analysis of Gross Capital
Formation (GCF). The behavior of various components of GCF
is analyzed. A comparison of Investment undertaken by
Household Sector, Private Corporate Sector and Public Sector
over the period is also done. This chapter is also divided into
five sections, which deals with introduction, past performance,
present scenario, future prospects and correlation matrix
respectively.
1.4.5 Chapter Five: Analysis of domestic and external gap
This chapter is divided into five sections. The first section is
introductory in nature. The second section deals with the
analysis of domestic Savings – Investment gap for the period of
1970 - 2004. The third section includes the correlation analysis.
The fourth section covers relationship between domestic gap
and external gap. In the last section behavior of Current Account
Balance and its financing has been analysed for the period 1970
- 71 to 2003 - 04.
1.4.6 Chapter Six: Economic growth and policy environment
This chapter deals with Economic Growth and macro economic
policy environment. This chapter is divided into seven sections.
The first section is introductory in nature. The second section
deals with decadal analysis of Economic Growth in Indian
economy for the period of 1970 - 71 to 2003 - 04. The third
section includes present scenario of economic growth in India.
The fourth section covers the future prospects for economic
growth. The fifth section deals with relationship between macro
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economic variables viz. savings, investment, growth rate, ICOR
and Current Account Balance. The correlation analysis is
included in the sixth section. The last section covers the macro
economic policy environment for the period of 1970 - 71 to
2003 - 04.
1.4.7 Chapter Seven: General Observations, Factual Conclusions and
Economic Policy Options
This chapter consists of three sections. The general
observations of the study are listed in the first section. In the
second section major factual conclusions are drawn from the
study and the third section enunciates the policy options.
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Chapter Two
Review of Literature and Emerging Issues
Introduction
In this chapter, an attempt is made to know the theme of the research on
which earlier economists have contributed with regard to theory, practices and
policies pertaining to savings, investment and their link with economic growth
in general and growth of India in particular. Planning commission of
Government of India has studied the topic under the reference at the time
formulation of each five - year plan.
For this, the present chapter is divided into three sections: the first one
reviews the literature related to various studies and the second section covers
the summary of five year plans related to savings, investments, and growth.
Third section deals with the sorted issues of research and issues addressed
in present research.
2.1 Research Studies
There are organized and unorganized studies carried out by the institutions,
individual and the RBI. A mention may be made here a few of those.
Chenery Hollis B. and Strout Alan M (1966) were of the view that the inflow
of external resources - which can be called "foreign assistance”, has become
virtually a separate factor of production, whose productivity and allocation
provide one of the central problems for a modern theory of development.
The   authors have formulated a theoretical framework to analyze the process
of development with external assistance in quantitative terms. This framework
is then used to evaluate the current performance of the developing countries
and to assess their future needs for assistance. The evaluation of the
framework suggests a range of practical possibilities for accelerating growth
through external aid as well as some of the conditions which may frustrate this
objective. The comparative analysis undertaken also suggests some
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international standards of performance which might facilitate the planning and
execution of programs of foreign assistance.
As per the viewpoint of authors in the short run the effectiveness of external
resources depends on their use to relieve shortages of skills, savings, and
imported commodities. The productivity of additional amounts of assistance
over short periods can be measured by the increase in output resulting from
the fuller use of domestic resources which they make possible. In the case of
long run the use that is made of the initial increase in output becomes more
important. Even if the short - run productivity of aid is high, the economy may
continue to be dependent on external assistance indefinitely unless the
additional output is allocated so as to increase savings and reduce the trade
gap. For transition to self - sustaining growth, the use of the successive
increments in GNP is likely to be more important than the efficiency with
which external assistance was utilized in the first instance.
Lakdawala D.T., Modi R. J (1972) in their paper analyzed relation between
growth of financial assets and development of financial markets on one hand
and mobilization of savings for productive investment on the other hand. A
theoretical framework using n - sector model has been used to highlight the
role of financial intermediaries. It also focuses on determinants of major types
of financial assets like Bank deposits and government securities. According to
the paper, in Indian context, mobilization of savings implies mobilization of
available resources for Investment in public sector and financial assets
provide an efficient mechanism of mobilizing savings for Investment.
The main findings of the paper are as follows: First, by the end of the year
1965 - 66 the relative share of Public sector, Private corporate sector and
Household Sector was estimated to be 22.9 per cent, 4.2 per cent and 72.9
per cent respectively. Secondly, the Household Sector savings in financial
assets was 53 per cent, whereas, in physical assets it stood at 47 per cent.
Thirdly, as per the model Investment in each sector would be high if there is
well developed financial market and large flows of funds. Thirdly, national
income is an important determinant for time - deposits and total - deposits.
Fifthly, expected price of debenture has average negative impact on demand
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for deposits. Sixthly, the real income and real yield on preference shares are
main determinants for real deposits. Lastly, Public debt provides an effective
mechanism of mobilizing savings into desired channels of Public Investment.
The paper concludes that growth of financial assets is important for
mobilization of savings. In order to divert savings to financial assets it is
important that there is relative price stability and appropriate returns in
financial assets.
Bhatt V.V (1980) has analyzed the structure of savings and flow of funds in
India. The author has explained how such an analysis can be used as a tool
for financial planning. The flow of fund table is presented and the way such a
flow of fund table can be used for financial planning is explained. The
distribution of savings among the sectors depends upon the income of each
sector and its propensity to save. The pattern of Household Sector’s savings
depends on household preferences, the structure of interest rates and the
structure of financial institutions and instruments. The borrowing of each
deficit sectors depends on the pattern of household savings and the lending
pattern of the financial institutions. It is not possible to determine the overall
as well as sector - wise   composition of Investment and hence the Investment
pattern without an adequate analysis of the structure of savings and flow of
funds. The author has also calculated various financial ratios for the Indian
economy. The few important conclusions regarding structure of savings in
India were, firstly, the overall and sector - wise savings rate fluctuated during
the given period but showed a rising trend. Secondly, after reaching average
peak value savings rate declined due to relatively slow growth of agriculture
output, large relief expenditure of government, consecutive droughts,
underutilization of productive capacities and rise in production costs due to
increase in money wages.
Shetty S.L. and Menon K.A (1980) in their paper examined the nature and
extent of the Increase in savings and Investment and low growth during the
period 1972 - 73 to 1978 - 79. Their study deals with reasons for sizeable
Increase in savings ratio and Investment ratio in the aforesaid period
supplemented by the relevant data. It also throws light on long term
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perspectives of development provided by the successive five year plans
particularly with regard to domestic savings and Investment and related
supplies of physical goods. The major findings of the paper are: First, the
savings ratio during the period 1972 - 73 to 1978 - 79 could be explained by
increase in Public Sector Savings due to revised accounting classification of
budgetary transactions of the State Governments, the introduction of
compulsory deposit scheme and foreign inward remittances has pushed up
the domestic Savings and there has been a genuine increase in Household
Savings in the form of physical assets and financial assets. Secondly, during
the period 1972 - 73 to 1978 - 79 Investment ratio has increased from 16.8
per cent to 24.1 per cent in gross terms but this is accompanied by large
inventory accumulation, increase in prices of Investment goods and absence
of increase in physical supply of Investment goods.
Their analysis of various five - year plans suggests that firstly, the shortfall in
physical output of Investment goods has been much steeper and structure of
output has been totally different from what was envisaged in each of these
plans. Secondly, the physical supplies of goods have not kept pace with
savings because savings have come from foreign remittances, from
inflationary sources and from those who have large incomes. Thirdly, there
has been pressure on commodity markets which has resulted in large
increase in Investment cost. Fourthly, Savings were not attracted towards non
- farm sector due to lack of market demand. Lastly, the narrowness of market
demand was due to increase in poverty, widening inequality in distribution of
income and assets in both rural and urban areas.
Patrick H.T (1980) has explored the causal nature of relationship between
economic growth and financial development. According to him there is an
interaction of ‘supply leading’ and ‘demand following’ phenomenon. Under
demand following phenomenon creation of modern financial institutions, their
financial assets and liabilities and related financial services are provided in
response to the demand for these services by investors and savers in the real
economy. The supply leading phenomenon means creation of financial
institution and supply of their financial assets, liabilities, and related financial
services in advance of demand for them.
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During the growth process supply -  leading phenomenon gradually becomes
less important and demand -  following phenomenon takes the centrestage.
The author was of opinion that development of financial system not only
accommodates but even induces growth by generating incentives to savers to
increase their rate of savings and to entrepreneurs to invest more and to
producers to work harder. The author further emphasized that broad
economic policies that not only promote growth but also enhance public
confidence in the financial system should be adopted to encourage financial
intermediation.
Krishnamurthy, S. and S. Saibaba (1981) in their study proposed a model to
explain Savings Rate behavior and tried to verify the empirical validity of some
of the hypotheses on Savings with the help of time - series data. They also
tried to assess the contribution of special factors to the rise in the savings -
rate during the period 1976 - 77 to 1978 - 79.The model helps to estimate the
difference in the savings propensities of the agricultural and non - agricultural
sectors from the aggregate times series data. The explanatory variables in the
model were Per –capita real income, Share of the agriculture in national
income at current prices, Growth rate of per - capita real income, Rate of
inflation and Time trend.  The main findings of the study were: firstly, the
Marginal Propensity to Consume in Agriculture sector is less than Marginal
Propensity to Consume in Non - Agriculture, therefore, if terms of trade shifts
in favor of agricultural sector it tends to decrease savings and vice - versa.
Secondly, variations in savings propensity differential between the agriculture
and non - agriculture sectors were observed. Thirdly, in the case of financial
assets propensity to save in non - agricultural households was significantly
higher in comparison to agricultural sector, whereas in the case of physical
assets, no significant difference was observed. Lastly, the Household savings
rate was found to be positively related to growth of per - capita real income.
Ahmad Ausaf (1982) in his study analyzed the social and economic factors
affecting the household savings behavior. The study is based on primary data
collected in Delhi metropolitan region. A two -  stage stratified random sample
design was used for conducting household survey. The basic hypothesis of
his study was that the economic variables (mainly income) do not exhaust the
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explanatory variable for the household savings behavior. It is also affected by
large number of social and demographic variables. The author found that out
of asset Income, Personal income, and property income only coefficient of
personal income was significant with respect to savings behavior. The   APS
increases with increase in number of earning members. The nature of
employment affects household savings. APS is higher among self employed
than among the salaried employees.  Among the salaried employees APS of
private employees is higher than that of Government employees. The length
of service affects savings of the salaried employees. It manifests life - cycle
pattern i.e. in beginning it is high and then declines to minimum when length
of service is 16 to 20 years. APS of non - property owners was more than that
of property owners. House owners have higher APS than tenants. Propensity
to save was found to be higher in joint families. Size of family also affects
APS. The APS is higher among persons of urban origin. The highest per
household income was found among the Sikhs, followed by Hindus,
Christians and Muslims. The highest APS was found among Christians and
lowest among the Muslims.
Bhattacharya B.B (1985) has analyzed the relationship between Household
Sector savings and interest rates on own and alternative assets. Interest
elasticities of physical and Financial Savings with respect to nominal, real and
after tax rate of return are also estimated. The study also investigated the
substitution between physical and Financial Savings on account of variations
in inflation rate and gold price. The author concludes that Household Sector in
India prefers savings with security, liquidity and certainty. As nationalized
financial institutions offer fixed rate of return and relatively more liquidity on
their liabilities, they were able to mobilize almost 95 per cent of Household
Sector Financial Savings. Secondly at the aggregate level it was found that
savings is interest inelastic whereas real income is the prime determinant of
savings. Lastly, it was observed that Fiscal concessions have resulted into
mobilization of Household Sector savings. The study suggests that interest on
Financial Savings should be raised and the fiscal concessions on Financial
Savings should be reduced.
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Mitra P. K. (1986) in his monograph has explained how the capital
accumulation has obtained a place in mainstream economic thought and
described the causes of enormous rise in savings in the Indian economy. The
author noted that during the period from 1950 - 51 to 1978 - 79 the per capita
income increased at the rate of 1.3 per cent per annum while the aggregate
savings ratio has increased from 5.7 per cent of national income to 22.3 per
cent of national income. The main reasons for high savings were: introduction
of compulsory deposit scheme, increase in remittances on private account
from abroad, expansion of financial intermediaries and growth of wide range
of financial assets and growing monetization of economy.
  The author was of the view of that the growth of savings in the country is
also dependent on external factors such as remittances from abroad. It is
necessary to have dynamic monetary, fiscal and exchange – rate policies in
the light of changes in external financial market, so that any adverse effect on
the inflow of remittances can be ironed out and Indian economy remains a
lucrative option for NRIs. In order to increase savings ratio in the public sector
there is an urgent need of improving the efficiency in the working of PSUs.
The author has also observed that the domestic private corporate sector has
performed poorly in the generation of Savings due to size of the sector in the
economic activity of country is small, as most of the businesses were
unincorporated and Profits of the corporate sector were limited because of
unfavorable internal terms of trade. In spite of significant increase in
investment ratio the economic growth rate has been around 3.6 per cent per
annum from 1950 - 51 to 1978 - 79. The main factor responsible was high
ICOR. The negative current account balance as proportion of NNP was very
high during 1960s ( - 4.37 in 1966 - 67) but it reduced significantly during
1970s (+1.73 in 1977 - 78). The high savings phase of late 1970s helped in
improving current account balance. The high savings witnessed during late
1970s were significantly due to substantial amount of remittances from
abroad, which also helped in improving current account balance. Therefore it
also means that if any contraction in this form of savings occurs it will
adversely affect both the aggregate savings and current account balance.
Therefore in order to avoid such a problem domestic savings ratio should be
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increased through appropriate measures and domestic savings should be
used for export promotion or/and import substitution activities.
The author argued that surplus of savings over investment should translate
into surplus in current account, which should further help in repayment of
capital borrowed. The author recommended that sustenance of high savings
of the Indian economy should be rigorously pursued to attain simultaneously
the objectives of high investment, high rate of growth, self - reliance and
equity.
Nam Sang - Woo (1989) in his study of Korea and Philippines tries to find out
the major factors determining the National Savings. Using a model he has
explained how sectoral Income - GNP ratio and Savings - income ratios are
determined. The author has conducted dynamic simulations to evaluate how
the major variables interacted across the sectors in tracking the savings
performance and in determining their savings contribution. The major findings
of his study are: firstly, Economic growth was found to be a major factor
responsible for large fluctuations in aggregate savings ratio. Secondly, the
interest rate policy has been successful in mobilization of Savings in Korea,
whereas, in Philippines savings was slightly negatively affected by higher
interest rate because the positive real interest rate effect on household
savings is more than by offset by its negative effect on corporate and
government savings. Lastly, accelerated inflation has weak negative impact
on aggregate savings in short run in Korea , whereas, no impact on Savings
in Philippines. He was of the opinion that any adjustment policy for inflation
and improvement in BOP may be self - defeating, as it may adversely effect
Growth. The deteriorating growth sharply reduces savings and it also restricts
Investment. Overemphasis on positive real interest rate may ultimately result
into decline in Investment activity.
Laumas Prem S (1989) has attempted to examine the savings behaviour in
India and USA by applying the Permanent Income Hypothesis (PIH).In the
case of India the author has estimated permanent income from the wealth
data rather than following other studies which took  proxy variable for wealth
that resulted into underestimation of savings. Thus he overcame the major
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lacunae of some of the other studies in the same field. In this paper the author
has tested the existence of international savings function. As per this test a
high degree of correlation between predicted current savings and actual
current savings will ensure that PIH is valid. The author concluded that PIH of
savings explains well the savings behaviour in both India and USA
Shetty S.L. (1990) analyzed the trend in domestic savings rate in India during
1980s so as to draw some lessons which may help in raising savings rate in
the medium term. The author has analyzed the time series data of relative
share of Household Sector, Private Corporate Sector and Public Sector in
GDS and components of Household Savings as per cent of GDP for the
period of 1970 - 71 to 1988 - 89. To further his argument he has analyzed the
data of private final consumption expenditure, items of appropriation in
relation to sales of private ltd. companies, foreign private transfers, personal
disposable income, GDP and ratio of agriculture to GDP. The major
conclusions of his study are: First, the performance of Private Corporate
Sector on savings front had remained poor in spite of substantial fiscal
concessions. Secondly, in 1980s Household Sector savings has marginally
improved in spite of increased savings by urban population. Secondly, it was
possible to sustain household savings basically due to substantial
subsidization of Household consumption and Household Savings. Thirdly,
subsidization of Household Savings and Household consumption has resulted
into dissavings for Public Sector. Fourthly, Fiscal privileges on savings
instruments have contributed to conspicuous consumption. Lastly, any
attempt by public authorities to improve Public Sector Savings by reducing
subsidization of household income would prove to be futile exercise as it
results into fall in household income and ultimately household savings.
Therefore, the root cause of the problem i.e. conspicuous consumption needs
to be addressed.
Raut Laxmi K (1992) was of opinion that demographic factors such as
fertility, infant mortality, life - expectancy, female and child labour force
participation affect saving rate of an economy through their effects on: age
structure, age specific individual savings behaviour and general equilibrium
effects on the interest rate, wage rates and income distribution. The author
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proposed that household survey data can be used to estimate the age profile
of the earnings, Savings and fertility rates. The life tables can be used to
compute the aggregate savings rate and population growth rate. The author
also pointed out that changes in different demographic factors will have
different short run and long run effects on the savings rate.
Pandit B. L. (1992) investigated the behavior of the savings in the Indian
economy in a period of major structural transformations such as growth of
income, changes in its distribution over sectors and income groups and
growth of financial sector.  In his study he used econometric models to identify
the principal determinants of savings behavior in India. The time - series and
cross - section data were used in a complementary way. The flow of funds
framework was used to demonstrate how private corporate and   public
sectors met their deficits by inter - sect oral borrowings. He observed that
Economic Development, Inflation, difference in rural and urban propensities to
save, Expectation of inflation and employment in organized sector are the
principal determinants of savings in India. The author also found that
Household Sector witnessed a remarkable growth in its savings while Private
Corporate Sector and Public sector were sluggish in this respect.
Hebbel Schmidt, Klaus, Serven Luis, Solimano Andres (1994) has
provided a policy - oriented review of theoretical and empirical work on the
determinants of savings and investment and on their links to growth in the
case of developing countries.  They observed that savings and growth are
highly correlated and they reinforce each other and the causality runs in both
directions. The physical investment is a necessary, but not sufficient,
condition for growth, whereas, human capital investment, technological
innovation, and appropriate policies are also necessary for sustained high
growth.
In the developing economies a major policy concern is to encourage Savings
and to ensure adequate levels of savings so that not only financing of capital
accumulation is guaranteed but also to avoid inflationary pressures or balance
of payments disequilibria.
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They were of opinion that firstly, raising public savings is an effective and
direct way to raise national Savings. Secondly, inflows of foreign savings
should be allowed and encouraged to support domestic investment as long as
the country's domestic economic policy framework is sustainable, its banking
system effectively regulated and supervised, and its government restrained
from providing guarantees on foreign credit flows. Thirdly interest rates will be
ineffective in increasing overall savings flows. Fourthly, financial deepening
has ambiguous effects on private Savings. Fifthly, encouraging investment in
public infrastructure or in human capital could also promote growth. Lastly the
direct intervention policy involving tax concessions and subsidies is less
effective in comparison to product innovation and technological advancement.
They concluded that in order to have sustainable growth in developing
economies, apart from favourable policy, an institutional framework is required
consisting of four ingredients i.e. macroeconomic stability, a comparatively
distortion - free relative price structure, a well - defined code of property rights
and the adequate political institutions.
Baruah Srinath and Hazarika Padmalochan (1996) have tried to find out the
impact of Savings - Investment gap on sectoral and aggregate output and
income in India. They have tried to quantify as to what extent the filling up of
the savings - Investment gap brings about sectoral and aggregate growth of
output and income. The input - output model has been used to find out the
impact. To quantify the impact three alternative sets of final demand vectors
were considered: with 100 per cent filling up of Savings - Investment gap, with
50 per cent filling up of Savings - Investment gap and without filling up of
Savings - Investment gap. Sectoral income generation was estimated using
sectoral output and income - output ratios. The important observations of this
study are:  When savings - Investment gap is not filled up at all then national
income falls by 6.85 per cent and when savings - Investment gap is filled up
50 per cent then national income falls by 3.43 per cent compared to the
generation of national income when gap is fully covered. Therefore, it can be
concluded that fall in national income is proportional to unfilled gap.
As far as sectoral income is concerned it is observed that when the gap is
completely uncovered then construction is affected the most followed by
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mining, forestry and logging, manufacturing, electricity, other services,
transport and communication, fishing, agriculture and animal husbandry. The
decrease in output in each sector is proportionate to the unfilled Savings -
Investment gap.
Unsal Erdal M (1997) has questioned the validity of Mahalanobis -  Fel’dman
(MF) model in open economy for the underdeveloped economy. The author
has counter argued MF model using Ezekiel model. A  MF type model has
been formulated for an underdeveloped open economy to formalize the logic
underlying Ezekiel model.
 The basic argument of MF model is that the higher the proportion of
Investment is spent on capital goods sector higher will be the growth rate of
consumption over the time, but it will be lower for an initial period of time.
Therefore more emphasis on expansion of consumer goods sector eventually
leads to lower growth rate of consumption. Hence, in order to attain
permanent high growth rate of consumption priority should be given to the
capital goods sector at an early stage of industrialization. But according to the
author, this argument does not hold well in open economy. In an open
economy capital goods can be imported and growth rate of Investment and
consumption can be raised as argued by Ezekiel model.
The model formulated by the author suggests that the policy of outward
looking priority to growth of consumer goods sector rather than policy of
priority growth of capital goods sector is efficient and thus, it should be
adopted by underdeveloped countries as far as economy has an advantage in
production of consumer goods and foreign trade possibilities are unlimited
even with declining terms of trade.
Bose Dhritidyuti, Ray Partha (1997) have focused on the inter - temporal
behaviors and sectoral composition of three related economic variables
growth of real GDP, Savings and Capital formation for the Indian economy
over the period 1950/51 to 1995/96 in their paper. The paper tries to detect
structural break in these variables using statistical tests and narrative
evidence. The paper also tries to examine the causes of high
savings/Investment and low growth of Indian Economy. The major findings of
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the paper are that during the period 1950/51 to 1995/96, Indian economy
witnessed average trend growth rate of 4 per cent, while in the given period
the share of Agriculture has decreased from 25.5 per cent to 12.3 per cent,
whereas, the share of Service and Industry sector in NI has increased from
47.1 per cent to 50.5 per cent and from 27.5 per cent to 37.8 per cent
respectively, the GDS rate has increased from 10.4 per cent to 25.6 per cent
of GDP. The Household sector has been the major contributor to national
Savings and its share over the period of time has increased from 72 per cent
to 79 per cent. Within the household sector, the share of household Financial
Savings has increased from 28.6 per cent to 55.7 per cent, the GDCF as  per
- centage of  GDP has increased from 13.7 per cent to 25.7 per cent, the
domestic Savings – Investment Gap remained negative for most of the period
between 1950/51 to 1995/96 and it varied from –0.7 to –2.30 per cent, but for
the period 1976/77 to 1978/79 it was exceptionally positive and it stood at
+1.0, the public sector investment rate as  per cent of GDP  increased from
2.8 per cent in the year 1950/51 and it touched the peak rate of 11.7 per cent
in 1986/87. After 1986/87, despite of decrease in public - Investment, the S – I
gap has persistently    increased which resulted into huge foreign debt and
BOP crisis, the private sector Investment as  per cent of GDP has increased
from 2.4 per cent to 6.9 per cent during the given period.
The paper concludes with several observations: First, disregarding the crises
years, the Indian Economy has grown smoothly in upward direction.
Secondly, in ex - post sense the Savings and capital formation have matched
well. Thirdly there has been a close relationship between the growth rate on
one hand and Savings and capital formation on the other. Fourthly, low
productivity has been the main culprit behind high Savings and Investment
and low growth riddle. Fifthly the reason behind low productivity and hence
high Savings/Investments but low growth can be traced down to the poor
performance of public sector. Lastly in terms of policy aspects; the impact of
growth on savings has been more prominent than that of savings on growth
and hence there is need for breaking the bottlenecks to growth in order to get
rid of the savings constraint.
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Pillai S. Mohanan, Chatterjee Somnath, Singh Bhupal, Das Sangeeta and
Gupta Arnab (1997) in their study tried to assess the role of fiscal policy in
India over the period 1947 - 48 to 1995 - 96, by drawing a perspective on the
fiscal policy developments and focusing on three major issues viz. the role of
inflationary finance in planning process, the interaction between public and
private investment and the implications of the financial policies for fiscal
stability
The paper starts with an overview of evolution of the government finances
since independence. Then there is a discussion on inflationary financing and
growth. It also covers developmental aspects of public investment, macro -
economic stability and fiscal sustainability. Along with the analysis of
secondary data theoretical perspective has been discussed. The paper
concludes with the several observations: First over the period of fifty years
fiscal policy underwent a sea change, which is reflected in structure of
government expenditures and receipts and evolving institutional
arrangements. Secondly, during eighties expansionary budgetary policy was
pursued. After 1991, fiscal reforms were initiated as part of the process of
stabilization and structural adjustment. Thirdly, during the early years of
planning due to resource constraints and underdeveloped capital market
inflationary financing was used for promoting investment. Fourthly, in the
subsequent years of planning continued persuasion of inflationary financing
didn’t help much. Fifthly, the resulting inflation was found to be negatively
related with the household savings rate, the rate of public capital formation as
well as the growth of real output. Sixthly, the analysis done in paper reinforced
the hypothesis of long - term complementarities of public investment to private
investment. Seventhly, with declining investment expenditure by the
government sector in recent years, there is an urgent need to increase
infrastructure investment for improving growth prospects. Lastly, to address
the problem of fiscal stability there is a need to generate adequate primary
surplus.
Bose Dhritidyuti, Ray Partha (2000) in their paper has made an attempt to
trace out the history of compilation of Financial Savings of household sector in
India. They have also tried to throw some light on existing methodological
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impediments and future directions in compilation of Financial Savings in India.
According the authors, there can be two approaches in a social accounting
system viz. the Excess of current disposable income over current expenditure
and the Balance sheet approach. They have suggested measures like
reducing time lag in the compilation of flow of funds a/c of the Indian economy
so as to make it contemporaneous with estimation of household Financial
Savings and with NI aggregates, the refinement of data - base of the non -
household sectors  as suggested by Raj  and Chelliah committee, increase in
coverage of financial asset and financial liability vectors of the household
sector to include new financial instruments,  desegregation of the
heterogeneous household sector across its different constituent sub – sectors
to facilitate analysis of the behavior of the households proper vis - à - vis other
components and integration of  the entire sequence of account in national
accounting system (UN, 1993)in order to derive estimate of household
Financial Savings by the income approach which would further help in
comparing the estimate as arrived by balance sheet approach.
Gupta Santanu (2001) tries to answer the question whether public
Investment in India has complimentary or crowding out effect on private
Investment and output in various sectors. The author has also explained the
inter - industry linkages when crowding out effects tend to dominate, specially
when there exists complementarity and trade - offs between investments in
different sectors. The  concludes that firstly public Investment in construction
has complementary effect on private Investment in construction but it results
into crowding out of Household Investment in construction in long run.
Secondly, public Investment in railways has a complementary influence on
Investment in manufacturing, mining and quarrying. Lastly public Investment
in electricity, gas and water supply, transport storage and communication has
a positive effect on Investment in trade, hotels and restaurants
Rao Bhanoji (2001) explores the Savings and Investment trends in East
Asian economies and tries to find out common causes and facilitating factors
for high Savings and Investment rates in these economies. The author has
described Savings and Investment behavior in almost all of the East Asian
economies and has drawn attention towards Taiwan and Singapore. During
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1980s and 1990s all of these economies witnessed upward trend in Savings
rate and they were observed to be in the range of 30 per cent to 35 per cent.
But Savings rate was observed to be exceptionally high in Singapore, where it
varied from 40 per cent to 50 per cent. As far as Investment rate is concerned
it was observed that except Taiwan rest of East Asian economies recorded
Investment rate of 30 per cent to 40 per cent. Taiwan recorded a low
investment rate of 24 per cent. The author also throws light on miraculous
performance of more than 8 per cent growth of Taiwan since1950s and
economic transformation of Singapore from less than 10 per cent savings rate
in 1965 to whopping 58 per cent in 1999.
Author sums up his study with the concluding remarks that the savings rates
in East Asian countries are high by international standards and one of the
important reasons behind it is high rate of Public Sector Savings. Secondly,
Singapore case shows that rather than tightening the level of consumption to
increase savings, first of all opportunities for economic growth should be
exploited and then climate for growth of savings can be created. Lastly, in the
initial stages Investment drives growth and then growth drives the savings and
finally it becomes a virtuous cycle of Savings and Investment and economic
growth each driving the other.
Md Abdus Salam and Umma Kulsum (2002) tried to test empirically the
validity of relationship that savings is function of income and interest rate over
a period of nineteen years.i.e. from 1980 - 81 to 1998 - 99.
They observed that the share of total household savings to the total national
savings has increased from 75.90 per cent to 82.70 per cent, whereas, the
share of Private Corporate savings to total national savings has increased
from 8 per cent to 17.20 per cent in the period 1980 - 81 to 1998 - 99. On the
other hand the share of public savings in the total national savings has
decreased from 16.20 per cent to 0.15 per cent in the period 1980 - 81 to
1998 - 99. The Corporate sector savings increased in post - reform period due
to high growth as a result of liberalization while the declining public sector
savings was due to negative savings of government administration. They
concluded that income is the only explanatory variable which explains the
36
large proportion of savings and role of interest - rate does not seem to affect
the savings rate. Further, it was observed that favorable macro - economic
environment supported by strong structural reforms including liberalization of
financial market should help domestic savings to increase substantially.
Mohan Rakesh (2006) in his address at the Annual Banker’s Conference was
of the view that financial inclusion has to be explicit strategy for fostering
economic growth in a more inclusive way. The author tried to put financial
inclusion in the wider context of economic growth and financial deepening.
According to him, a developed financial system broadens access to funds,
whereas, in underdeveloped financial system access to funds is limited and
people have to resort to informal sources that also at a very high cost. The
poorer availability of funds and higher cost dampens the economic growth.
The author further states that rapidly growing economy needs increase in
financial intermediation, without adequate deposit growth credit expansion
might not be sustainable over the medium term and which would result into
rise in interest rates and it may further destabilize financial system. The author
advocated the need for innovation in risk assessment, reduction in transaction
costs, the search for new credit channels and use of cheaper information
technology for delivery and collection system for rural lending. The author
concludes that, firstly financial deepening and widening is crucial for both
accelerating growth and for equitable distribution. Secondly, despite the risk,
financing of first time entrepreneurs is a must for financial inclusion and
growth. Thirdly, there is an urgent need to have easy access to financial
systems to get into banking, which may require innovation on banker’s part.
Lastly financial inclusion will strengthen financial deepening and provide
resources to the bank to expand credit delivery. Hence, financial inclusion will
lead to financial development in our country which will help to accelerate
economic growth.
Kuijs Louis (2006) has analyzed the current and projected determinants and
patterns of Savings, Investment and the Savings - Investment balance in
China. The author observed sources and composition of Savings and
Investment in China. The author has also empirically estimated the cross
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country pattern of Savings and Investment. The author has concluded that
China’s high Savings are largely result of policies particular to China and it is
unlikely to decline significantly. The policy adjustments may reduce current
account surplus and could affect structural Savings - Investment balance
relatively quickly.
Mishra Deepak (2006) finds evidence in support of the hypothesis that India’s
GDP growth rate is slowly converging to East Asian level while its savings and
Investment rates are not nearing East Asian level. According to him the
savings and Investment rates in India are expected to increase moderately in
medium term. The savings rate could be positively influenced due to
demographic composition, whereas, increased financial depth and
liberalization of the economy is expected to reduce it. India would have to rely
on productive use of its capital stock and on external sources to finance its
emerging savings – Investment gap. The author concludes that with
appropriate macroeconomic and structural reforms India can attract
necessary external capital and continue with low capital intensity pattern of
growth to achieve 8 per cent growth rate.
Report of the working group on Savings for the Eleventh Five Year Plan
(2007) highlighted the need to take into account the major changes in
behaviour of savings in India during past decades, to analyse the trends in
savings during last five years and to estimate impact of past behaviour of
savings on future quantum and composition of the savings.
The report was prepared by five sub - groups for estimation of Household
Sector savings, Private Corporate Sector savings, Public Sector savings,
foreign savings and flow of private investment for SME and agriculture sector.
The report overviews and emphasizes the importance of Savings for
emerging market economies like India. It has also tried to cover theoretical
underpinnings to identify the determinants of savings. It also throws some
light on the issues considered, methodology adopted and results obtained by
five sub - groups meant for estimation of savings.  The report has projected
savings of various sectors for Eleventh Five Year Plan under four alternative
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growth scenarios i.e.  for growth rates of 7 per cent, 8 per cent, 8.5 per cent
and 9 per cent.
According to the report some of the important feature that emerge from
assessment of projected savings are -   Due to growth momentum,
demographic dynamics, demographic dividends, deepening of financial sector
and human development a virtuous circle of growth and savings is emerging
for the Household Sector savings. The Private Corporate Sector savings are
also expected to improve over the previous trends on account of rising sales,
increasing FDI, reduction in constraints for financing of domestic firms and
cyclical upswing. The Public Sector savings are also expected to rise but
implementation of Sixth Pay Commission may adversely affect it. The external
sector savings or import of savings is expected to increase and the net inflow
of capital is expected to be in the range of 3.10 to 3.50 per cent of the GDP.
Lastly, assuming the value of ICOR to be 4, and the expected overall GDS to
be in the range of 33.40 per cent to 34.70 per cent, an Investment rate of
34.80 per cent to 37.50 per cent can be financed so as to achieve a growth
rate of 7.0 to 9.0 per cent.
The report concludes that Indian economy can attain a high growth trajectory
as envisioned in Eleventh Five Year plan on account of favourable
macroeconomic environment which is conducive for generating and
sustaining high level of savings and Investment.
.
2.2. Five Year Plans:
First Five Year Plan states that the resources for development could come
from either the use of unutilised resources or from diversion of resources
away from the production of consumer goods. The underdeveloped
economies are generally characterized by large resources of unutilised or
underutilised manpower. By employing these, capital formation can be
stepped up without drawing away to any larger extent resources employed in
the production of consumer goods.
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It was felt that the rate of investment needs to be increased from about 5 per
cent of the national income to a level of something like 20 per cent. But, a
view has to be taken regarding the pace at which the organisational and
institutional changes are required without compromising economic and social
stability. The programme of investment that can be undertaken at any
particular time has to be based on savings. In the initial stage of development
there are clearly two alternatives options. One is to impose on the community
a high rate of savings through taxation, price inflation, or by any other means
and to utilise the resources thus made available for a sharp Increase in the
rate of capital formation.
It was emphasized that the goal of policy should be to ensure that proportion
of the additional incomes that accrue as a result of development is saved and
invested. This will help in increasing savings rate without decreasing
consumption levels. In formulating a plan of development for a particular
period rather than fixing desired rate of growth, more importance should be
given to feasible growth rate. Another problem highlighted by plan is the role
of foreign investment in development. It is difficult to determine in advance
that how much of the resources needed to raise national output and incomes
should come from domestic effort and how much should come from external
sources. But the use of external resources requires suitable economic
environment and any external assistance should not be acceptable if it might
affect even remotely the country's ability to take an independent line in
international affairs. There are also risks in excessive reliance on foreign aid
which depends on the domestic political situation in lending countries and
which might be interrupted by any untoward international developments.
It was decided that the India requires  a programme of development as per
which a large part of it can be financed through the resources internally
available. The volume of domestic resources available for investment can be
augmented through appropriate fiscal and economic policy, through
compulsory savings, and through drawing on unutilised manpower. There will,
however, still remain certain shortages which can be filled up using external
resources.
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Second plan was intended to carry forward and accelerate the process of
development initiated in the first plan period. The various objectives of the
plan were: to increase national income by about 25 per cent over the five
years, to enlarge employment opportunities so as to absorb the increase in
labour force as a result of the increase in population and to provide thrust to
industrialization. The second plan was framed on the lines of socialistic
pattern of the economy. The  acceptance of the goal of a socialist pattern of
society was reflected from the relative proportions of investment proposed in
the public and private sectors and in the approaches to institutional change
both in the rural and in the urban sector.
During the first plan, the Investment in the economy has risen from about Rs.
450 crores to about Rs.790 crores. The average rate of investment over the
plan period works out at about 6 per cent of national income, which cannot be
regarded as impressive. For the first plan period, the incremental capital -
output ratio worked out at 1.8: 1, which can be considered to be low and
favourable This was due to good monsoons and utilisation of unutilised
capacity.
During the second plan period an investment of Rs.6,200 crores was targeted
and was expected to result in an increase in national income of Rs. 2,680
crores. Thus, the incremental capital - output ratio for second plan works out
to be 2.3: 1.It was realized that the resources have to be mobilized for both
Public Sector and Private Sector from domestic and external sources. Another
aspect that required attention was that the country which starts on
industrialisation is required to import the machinery and equipment from
abroad in the early stages. Therefore, country needs to conserve its foreign
exchange resources. Secondly, inspite of utmost care being taken in usage of
foreign exchange for imports, an active export promotion policy is required to
fulfill the need of additional foreign exchange to supplement domestic
resources. Thirdly, it was observed that any attempt by the government to
raise resources on the large scale, especially in the absence of measures for
increasing the overall rate of savings in the economy, will inevitably lead to
inflationary pressures. Inflationary pressure may further act as an obstacle in
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mobilization of savings. Thus, a suitable fiscal and other policy mix is required
to ensure an overall sufficiency of savings and for safeguarding the
investment in the private sector. Lastly, the current account deficit over the
five years was likely to be of Rs.1100 crores. The estimated balance of
payments gap was sizeable. All possible sources have therefore to be
explored for securing the required inflow of resources.
Third plan represents the first stage of a decade or more of intensive
development leading to a self - reliant and self - generating economy. In the
Third Plan the priority was given to agriculture as it was observed that in the
first two Plans, and especially in the Second, the rate of growth in agricultural
production is one of the main limiting factors in the progress of the Indian
economy.
It was felt that for achieving a cumulative rate of growth of over 5 per cent per
annum, it will be necessary to undertake net investment of more than 14 per
cent of the national income as compared to the existing level of about 11.5
per cent. This would require raising the rate of domestic savings from existing
8.5 per cent to about 11.5 per cent by the end of the Third Plan. The domestic
resources will need to be supplemented by external assistance to finance the
import of vital capital goods and to provide support to the balance of
payments. This requires policies and measures for import substitution and for
increasing export earnings during the Third Plan.
Fourth plan has shifted the emphasis on self - reliant growth which requires
that the supply of domestic savings be increased to a level adequate to
finance projected investment and to pay at least interest on foreign debt. In
order to reach the projected level of income in 1980 - 81 and to sustain at
least a 6 per cent rate of growth thereafter, the net investment in the economy
will be required to reach Rs.10, 250 crores by 1980 - 81, which translates into
a steady growth in net investment at the rate of about 10 per cent per year.
The incremental capital output ratio works out to 2.0 for the period of the
Fourth Plan and about 2.4 for the subsequent period. As per the  Plan the
average rate of savings will have to rise from about 8.8 per cent in 1968 - 69
to nearly 13.2 per cent in 1973 - 74 and to 18 per cent by 1980 - 81.
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The scheme of financing the Fourth Five Year was designed to serve the
objective of growth with stability and promote progress towards self - reliance.
The share of domestic budgetary resources in total resource mobilisation for
the public sector Plan was raised to about 78 per cent as compared to 59 per
cent in the Third Plan and 54 per cent in the three Annual Plans. External
assistance (net of loan repayments but without allowing for interest payments)
for the public sector Plan is to go down from 28 per cent in the Third Plan and
36 per cent in the three Annual Plans to nearly 17 per cent of the total
resources in the Fourth Plan. During the Fourth Plan the foreign aid as a
percentage of total net investment in the economy was expected to be only
8.2 per cent. Deficit financing was placed at about 5 per cent of the total
resources for the Fourth Plan in the public sector as against 10 per cent in the
three Annual Plans and 13 per cent in the Third Five Year Plan. It was
realized that the desired rate of Investment can be achieved only by
increasing domestic savings. The private savings can be increased by
achieving higher growth rate and price - stability. The corporate sector has to
ensure larger retention of the profits for re - investment .Financial institutions
will have to intensify efforts to mobilise rural savings for investment by
reorientation of their policies, streamlining of their operations and a stronger
net - work of branches.
 Fifth five year plan had the objectives of removal of poverty and self
reliance under the backdrop of the sharp increase in the prices of imported
products like fuel, fertilisers and food. Therefore, the strategy was to achieve
higher agricultural production, exploitation and optimal use of available energy
resources, and production and efficient distribution of critical raw materials
and wage goods. During the first year of the Fifth Plan period the Gross
Domestic Product grew only by 0.2 per cent over the previous year. But in the
following years growth rate picked up and the average annual growth rate was
estimated to be 4.37 per cent in the fifth plan.
Over 91 per cent of the total investment in the fifth five year plan was
expected to be financed from domestic savings as compared to only 84 per
cent estimated for the Fourth Plan. Out of the aggregate investment, about 58
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per cent was to be invested in the Public Sector and the rest of 42 per cent in
the Private Sector. Of the aggregate domestic savings about 27 per cent was
to be contributed by the public sector. The balance of about 73 per cent was
accounted for by the private sector. The average rate of domestic savings
was expected to rise from 14.4 per cent of GNP in 1973 - 74 at 1973 - 74
prices to 1 5.9 per cent in 1 978 - 79 at 1975 - 76 prices.
The basic strategy of the Fifth Plan continues to aim at a higher rate of growth
of savings in the Public Sector. The public savings are projected to grow from
2.5 per cent of GNP in 1 973 - 74 to 4.6 per cent of GNP in 1978 - 79.The
private savings were estimated to decline as a proportion of GNP marginally
from 11.9 per cent in 1973 - 74 to 11.3 per cent in 1978 - 79. Government
Savings were estimated to improve from 1.4 to 3.1 per cent of GNP. Private
corporate savings are estimated to grow at a compound rate of about 9 per
cent per annum during the period 1973 - 74 to 1978 - 79. The savings of the
household sector was expected to increase in the net savings of the
households in the form of financial assets during the Fifth Plan. The beginning
of Fifth Plan period witnessed significant reduction in Deficit financing. It
helped in bringing the inflationary forces under control. During the Fifth Plan
period, India's balance of payments came under heavy pressure following the
hike in oil prices and a steep increase in the import prices of certain other
important commodities. The reliance on external assistance increased to Rs.
5834 crores.
Sixth Five Year Plan was formulated after considering the achievements and
failures of the past three decades of planning and prevalent economic
developments which had a bearing on the growth prospects of the economy in
the medium term and long term. As per sixth plan few important lessons
should be learnt from three decades of planning with regard to growth and
modernization. Firstly, resources should be mobilised to maintain and
increase the tempo of investment and size of the Plan should be protected
against inflation and external disturbances. Secondly, there is an urgent need
to improve efficiency in key infrastructural and industrial sectors. Thirdly, we
must reduce the variability of the growth rate and ensure that weather
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abnormalities and inflation do not lead to undue cutbacks in public or private
investment. Fourthly, there is the need to extend the agricultural revolution to
all areas to ensure that the incomes of the poor are raised in the process of
agricultural development. Fifthly, significant growth in exports and restraint in
growth of imports has to be achieved in order to maintain viability of our
external payments. Sixthly, we must develop substitutes of imported energy
should be developed so that our dependence on imported oil is contained.
Finally, there is urgent need to bring about a substantial decline in birth rate
through the voluntary adoption of the small family norm.
The share of savings accumulated by households in the form of deposits,
shares, debentures, life insurance and pension funds increased from 10.0 per
cent of net savings in 1950 - 51 to 33.0 per cent in 1978 - 79. There has been
deepening of financial structure but the market for corporate issues continued
to remain very narrow. The share of corporate savings in total savings has
also decreased during the plan. The pattern of utilisation of savings has been
influenced by several factors like the development banks, cooperative credit
and substantial increase in bank lending through the nationalisation of banks.
The sixth plan had projected the GDP growth rate of 5.2 per cent per annum
and rate of capital formation to increase from 21.5 per cent of GNP in 1979 -
80 to 25.0 per cent in 1984 - 85. It had also forecasted that, once the rate of
investment stabilizes at around 27 per cent beyond 1984 - 85, the economy is
expected to grow at a rate of 5.5 per cent per annum in GDP over the
subsequent 10 years. It was planned that nearly 94.3 per cent of the total
investment is to be financed from domestic resources. Accordingly, the rate of
savings has been projected to increase from 21 per cent of GNP in 1979 - 80
to around 24.4 per cent in 1984 - 85. The Plan targets to increase share of
public sector in total domestic savings so that resources can be channelised
into higher priority Investment. The relative shares of Household Sector,
Private Corporate Sector and Public Sector in GDS are expected to be 66.9
per cent, 8.3 per cent and 24.8 per cent respectively during the plan period.
The plan observed that the balance of trade continuously deteriorated from a
surplus of Rs. 72 crores in 1976 - 77 to deficit of Rs.3000 crores in mid of
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1980 - 81. The increase in trade deficit was due to the lower export growth of
6.1 per cent and due to the rise in the value of imports at an average rate of
19 per cent per annum. Growth prospects of the economy had been adversely
affected by inflationary situation, poor infrastructure and the deteriorating
balance of payments position.
Seventh plan suggests that as the GDS stagnated around 23 per cent during
the Sixth Plan after recording the peak value of 24.6 per cent, one of the
important aspects of policy in the Seventh Plan would be to raise the rate of
GDS. The success of the plan depends on a large savings effort by the public
sector. The additional resources can be mobilized by Government by
increasing the savings through improvement in administration, structural
changes and adjustments in rates. On the other hand, public enterprises can
try to increase its savings by improving the productivity and efficiency as well
as by adjustments in prices. The growth rate of gross domestic product (at
factor cost) is expected to be 5 per cent over the Seventh Plan period. It will
require a total investment of Rs. 322,366 crores of which 94 per cent will be
financed from domestic resources. The rate of domestic savings is expected
to go up from 23.3 per cent of GDP in 1984 - 85 to 24.5 per cent in 1989 - 90.
The rate of gross investment would rise from 24.5 per cent of GDP in 1984 -
85 to 25.9 per cent in 1989 - 90. The incremental capital output ratio (ICOR) is
expected to be around 5 in the Seventh Plan.
The relative shares of the Household Sector, Public Sector and Private
Corporate Sector in aggregate domestic savings for the plan period as a
whole are expected to be 71.5 per cent, 19 per cent and 9.5 per cent
respectively. The net inflow of external resources for the public sector plan for
1985 - 90 had been estimated at Rs. 18,000 crores and it constituted 10 per
cent of the total public sector plan outlay. The gap of Rs. 14,000 crores was
proposed to be covered through deficit financing
Seventh Plan shifts the focus of planning for industry away from massive
investments in new facilities to capacity and productivity enhancing
improvements in existing facilities. The Seventh Plan postulates the
integration of export policy with all policies and programmes that affect
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productivity and costs. It emphasizes on need to focus on scale of operations
and on reforming the system of taxation of inputs so that costs can be
reduced. The long term perspective of the seventh plan indicates that by the
year 2000 Indian economy would be on the path of Self - sustaining Growth
.The attainment of a domestic rate of savings around 26 per cent of GDP and
the reduction in the degree of dependence on foreign Savings may help in
maintaining a fast rate of growth on its own in the next century for Indian
economy.
Eighth Plan has set the target to achieve GDP growth at 5.6 per cent with
reduced dependence on borrowings and deficit financing and greater reliance
on resource mobilisation through buoyancy in revenues and economy in Non -
Plan Revenue Expenditure. Review of seventh plan suggests that the
observed average growth of GDP was 5.8 per cent which exceeded the
projected rate of 5 per cent. The domestic savings rate which was estimated
to be at 20.4 per cent fell short of the projected rate of 24.3. The shortfall in
domestic savings rate was due to lower rates of public sector and private
corporate savings. The overall rate of gross investment during the Seventh
Plan also fell short of the projected 25.3 per cent and estimated to be 22.7 per
cent, mainly due to poor performance of Public Sector. About 92.2 per cent
financing of eighth plan is to come from domestic sources. The Deficit
financing was planned to be contained at 4.6 per cent of total public sector
resources and at 0.58 per cent of GDP. In view of the impact of structural
adjustment programme, it was emphasized that it would be prudent to plan
more or less for the growth rate achieved during the decade and lay down
foundations for higher growth in the future. The GDS rate was expected to be
around 21.6 per cent, Investment rate to be around 23.2 per cent, Current
Account Deficit to be 1.6 per cent of the GDP and ICOR to be 4.1.
With the increase in the proportion of Financial Savings in the total savings, it
is expected that household sector would be able to contribute for financing the
investment of the private corporate sector and the Public Sector. A larger
proportion of household savings being made in the form of financial assets
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can be ensured by widening of the base of capital market supplemented by
fiscal measures to strengthen this trend.
 The Eighth Plan felt the need to make a determined effort to reverse the
trend of declining Government receipts, rising Government expenditure and
negative savings. The contribution of direct taxes and non tax revenues has to
be increased and the Government's consumption expenditure has to be
contained. Subsidies need to be carefully examined, rationalised and reduced
and disinvestment from loss making Enterprises has to be undertaken. The
savings of public enterprises are projected to rise to 3.1 per cent of GDP in
the Eighth Plan. The financing pattern of the Eighth Plan requires reduced
share of market borrowing and increased share of miscellaneous capital
receipts (MCR) through disinvestment, in total available resources for public
sector.  To contain the current account deficit to a low level, the exports were
given a dominant role and were projected to grow at 13.6 per cent per annum
in real terms during the Eighth Plan period. In the total domestic investment
the relative share of public sector investment has been decreased to 45.2 per
cent thereby leaving a much larger space for the private sector.
Ninth Five Year Plan states that Economic growth is the outcome of
numerous factors interacting with each other. For resource - constrained
developing countries, capital accumulation or investment is the most
important factor for increasing the productive capacity of the economy as well
as for improving the productivity of the other factors of production. The
availability of total savings over a period determines the maximum sustain -
able level of investment, and hence of growth. With the economic reforms, for
determining the over - all rate of investment or its sectoral distribution, market
forces, relative prices and incentives now play much more important roles
than direct allocation of resources by public authorities. The steady reduction
in the share of public investment in the total investment has reduced the
ability of the Government to determine the structure of the economy through
its own investment behaviour. The greater importance of private investment
and the movement towards a more market based system has forced planning
to move away from direct intervention strategies to planning for policies. The
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Plan postulates annual growth rate of 6.5 per cent for the economy. It requires
increased investment rate of about 28.2 per cent for the ICOR of 4.3.The GDS
rate is expected to be around 26.1 per cent. The Current Account deficit for
the plan period is expected to be 2.1 per cent of GDP.
Tenth plan had proposed 8 per cent average GDP growth for the period 2002
- 07. The domestic Savings rate as percentage of GDP was expected to grow
at 26.84 per cent during the plan period. On the other hand, the target rate of
investment was estimated to be 28.41 per cent for the plan period. The ICOR
for the tenth plan worked out to be 3.58, which was less than previous plan
value of 4.53.The private savings rate was to increase to 26.4 per cent,
whereas, the public savings rate was expected to improve from - 0.82 in
Ninth plan to +0.44, during the Tenth plan. On the external front, targeted rate
of growth for exports and imports were expected to be around 12.38 per cent
and 17.13 per cent respectively. The current account deficit was expected to
increase from 0.91 per cent of GDP in Ninth plan to 1.57 per cent of GDP in
Tenth plan.
There were four main features of the immediate past of tenth five year plan,
which were taken care of while formulating the strategy for tenth plan. Firstly,
Indian economy was no longer constrained by availability of investible
resources. Secondly, growth rate of the economy was no longer being driven
entirely by the level of the Investment activity. Thirdly, Investment rate in
absolute terms had increased, whereas, in real terms it had declined. It
indicates that although pace of capacity creation had increased but capacity
utilization had decreased. At the end of ninth five year plan 21 per cent
excess capacity was observed in manufacturing sector. Lastly, as the share of
agriculture in GDP has decreased, aggregate GDP has become less sensitive
to the fluctuations in the agriculture sector. The existence of unused capacity
presents both an opportunity and a problem for accelerating the growth in the
Tenth Plan. The achievement of the Tenth Plan targets depends upon an
expected reduction in the incremental capital output ratio from 4.53 during the
Ninth Plan to 3.58 in the Tenth Plan. The Plan put emphasis on the role of
public expenditure in raising the aggregate demand, so as to improve the
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utilization of excess capacities. The public Investment can result in ‘crowding
in’ of the private investment both through its demand - generating role and
through creation of infra - structure.
Eleventh Five Year Plan has kept a target rate of growth of 9 per cent per
annum and postulates rate of Investment to be around 37 per cent in the
entire plan period, considering prolonged under Investment in infrastructure.
The Investment behaviour has witnessed a structural change in terms of
changes in relative shares of public and private investment. The share of
Public Sector investment in total investment has declined from 34.7 per cent
in the Eighth plan to 22 per cent in the tenth plan. The declining Public Sector
investment is a matter of concern. The eleventh plan aims at a substantial
increase in public investment in agriculture, irrigation and water management
and in social and economic infrastructure. The public investment would shift
from non - infrastructure to infrastructure sectors. The increase in private
investment reflects impact of reforms which reduced restrictions on private
investment and created a favourable investment climate.
The projected Investment rate of 37 per cent in the plan is expected to be
supported by increased domestic savings of around 34.8 per cent. Out of 34.8
per cent, about 30.3 per cent is expected from private sector (Household
Sector and Private Corporate Sector) and almost 4.5 per cent from the Public
Sector. Plan emphasizes that; to achieve 4.5 per cent of public savings it is
important to raise the Government administration savings from - 2.2 per cent
to +0.5per cent. According to the plan, sectoral targets for growth based on
Investment – output balances have become less relevant in an open
economy, especially, in the case of tradable goods, which can be easily
imported or exported to achieve balance.
2.3 Emerging Issues of Research:
The review of literary work in the field of savings, Investment and growth
highlights the number of areas where further research can be carried out.
The issues that emerge for the research are:
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1) Five Year Plans have been in existence in India since 1950s, for the
long term economic development and growth of the economy. Lately,
the relevance of Five year physical and financial planning, to achieve
the objectives of high economic growth and economic development,
has been an area of debate in academic circles. The areas for further
analysis in context of planning in India under the given perspective
are: First, the role played by successive Plans in mobilisation of
savings for achieving higher growth in India. As the savings,
Investment and growth constitutes the macro economic framework of
the Five Year Plans in India, it becomes essential to study these
variables over sufficiently long period of time. Secondly, to test the
practical applicability of various growth models for planning in India
under globalization era, can also be a worthy exercise.
2) To study the role of external sector in achieving higher growth in a
globalised economy is imperative. Significance of foreign assistance
vis – a – vis foreign Investment for under developed economies i.e.
changing composition of foreign capital inflow in terms of debt and
equity capital  flows and its influence on an economy emerges as an
important area of research. Thus the role of foreign savings (import of
savings) on economic growth can be also be analysed. .
3) The evaluation of the relationship between financial development and
economic growth is also one of the areas which can be explored. It
can be analysed that whether the deepening of the money market
and capital market, as a result of reforms, has resulted into higher
savings and Investment and higher growth in India or not.
4) Numerous studies have been carried out to identify the determinants
of Savings and its behavior in India and other countries of the world.
There is scope for further research to identify the behavioural and
compositional changes in Gross Domestic Savings and Gross Capital
Formation. Such an analysis is expected to throw some light in
understanding the changes in aggregate savings and investment in
an economy from a different perspective. It may also help in
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answering few  questions like: role played by the Public Sector and
Private Corporate Sector in generating savings, role of Financial
Savings in economic growth, inter sectoral flow of funds and relative
interdependence among the sectors, whether public Investment
crowds - in or crowds -  out private Investment, whether
privatisation has some thing to do with economic growth.
5) Another area for further research can be the long term analysis of
role played by fiscal and monetary policy measures to promote
economic growth in India. In the Indian context, it would be valuable
exercise to analyse the working of monetary policy vis – a – vis fiscal
policy from long term view point. The formulation these policies can
play an important role in forming a favorable macro economic
environment for achieving higher growth.
Issues addressed in this research:
This researcher has delimited himself to following core areas in which he has
visualised missing gap:
1. The behavioral changes and interrelationships in Savings rate, Investment
rate and economic growth rate in pre and post reform era over sufficiently
long period of time have been evaluated. An attempt has also been made to
study the present state and to estimate the future values of these macro
economic aggregates
2. The relative changes in the percentage shares of Household sector, Private
sector and Public sector in Gross Domestic Savings and Gross Capital
Formation and there annual  growth rates in the concerned period have been
studied.
3. In the case of Household savings, the relative shares of Financial Savings
and Physical Savings along with the behavioural changes in components of
Financial Savings have been anlaysed over the time. The role of Public
Sector in generation of savings and the changes in various components of
Public Sector savings, during the given period have also been given due
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consideration. The contribution of Private Corporate Sector and relative
change in its components has also been looked upon.
4. The study of domestic gap between savings rate and investment rate and
the changes in the gap over the time along with the behaviour of external gap
and its financing has been evaluated over a long period of time.
5. The relationship among Investment rate, Growth rate and ICOR has been
explored. The nature of fiscal and monetary policy has been studied from long
term point of view, in order to understand role of macro economic policies in
determining the level of savings, investment and economic growth rate.
Analysis of trend of center government capital – expenditure vis - à - vis
revenue expenditures on one hand and revenue from direct taxes and indirect
taxes on the other hand has been analysed. The trend of various budgetary
deficits has also been worked upon. In the case of monetary policy the
quantitative tools viz. Bank Rate, CRR and SLR have been considered over
the time.
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Chapter Three
Trends and Patterns of Savings in Indian economy
3.1 Introduction:
This chapter deals with comprehensive analysis of the structure of
Gross Domestic Savings (GDS) in India. This chapter consists of five
sections. The first section introduces the chapter. The trend and
composition of GDS and its three components namely Household
Sector savings, Private Corporate Sector savings and Public Sector
savings has been analysed for the period of 1970 - 71 to 2003 - 04 on
decadal and overall basis in the second section. The absolute values
for respective years, yearly growth rate and yearly changes in relative
shares for the sub – components have been analysed for the aforesaid
period. The line graphs of absolute values, annual growth rate and
relative shares are drawn for GDS and its components and sub –
components, so that reader can at a glance get to know the changes
that have occurred during the period of analysis. The decadal averages
of annual growth rate and relative shares have also been calculated to
observe the changes in behaviour of components and sub –
components from a long term perspective within the second section.
The third section covers the period of 2004 - 05 to 2007 - 08 for the
analysis under the pretext of present scenario of savings in India. In
this section for Household Sector savings, Private Corporate Sector
savings and Public Sector savings are analysed to know their present
scenario. The future projections of GDS for the period 2008 - 09 to
2011 - 12 as estimated by Working Group on Savings for the Eleventh
five Year Plan has been reviewed and an alternative set of projections
of GDS for the same period has been estimated on the basis of Cubic,
Quadratic and Exponential trend analysis in the  forth section. The last
section deals with the correlation analysis of various aggregates of
savings with other macro economic variables.
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The reason for undergoing a compositional analysis of GDS is to
observe changes in GDS on the basis of changes in its components. It
is felt that such a component analysis can not only help in analyzing
the past policies for mobilization of savings in India but also to help in
better policy formulation for mobilizing savings in future so as to
finance a high targeted economic growth rate.
The analysis also shows that, how the sector wise composition of
savings has fluctuated over the period and the extent to which
Household Sector has financed the deficits of the Public Sector and
Private Corporate Sector. Thus, such an analysis can also be helpful
for understanding inter – sectoral flow of funds and financial planning of
Indian economy.
In the long run capital formation is governed by savings - rate. With
increase in savings, capital stock grows, which further helps in
improving potential output of an economy. Thus, savings act as a basic
fuel which needs to be burn in the form of Investment so as to run the
engine of growth of an economy. The Indian economy has witnessed
various phases of high, low and stagnant savings which has influenced
the rate of Investment and growth. Even there have been periods
which were characterized by high Savings, high Investment but low
growth. The Savings performance of India has improved significantly
after the economic reforms. The Indian economy has been successful
in breaking the ‘vicious circle of poverty’ and has moved on the path of
‘virtuous circle of growth and savings’.
According to Bhatt V.V. (1980),  “Sector wise distribution of Investment
(that is, composition of Investment in terms of its ownership – by
government sector, corporate sector, household sector) is one of the
important determinants of the Investment pattern, that is the functional
(industry wise ) distribution of Investment. And sector wise - structure
of savings determines to a significant extent the sector wise Investment
composition. The planned pattern of Investment, therefore, has to be
consistent with the evolving structure of savings.”
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The mobilisation of savings has been given due importance in Five
Year Plans in India. According to Working Group on Savings for the
Eleventh Five Year Plan (2007) “There has now emerged a new
consensus that better living standard and elimination of poverty –
elements of inclusive growth – must be based on the sustained
expansion of output, which requires the accumulation of capital and its
corresponding financing to the extent possible from domestic sources.”
3.2 Component Analysis of Gross Domestic Savings
(1970 -71 to 2003 - 04):
3.2.1 Gross Domestic Savings
“Savings represents the excess of current income over current
expenditure and is the balancing item on the income and outlay
accounts of producing enterprises and households, government
administration and other final consumers”.
(National Accounts Statistics, 2007)
Thus,
Gross Domestic Savings = Household Sector savings
+ Private Corporate Sector savings
+ Public Sector Savings
“National Savings is the sum of the changes in the earned net worth of
all economic units estimated either from the income account or from the
balance – sheet”. (Lakdawala D.T., Mody R. J., 1972)
As per the National Account Statistics the GDS in India can broadly be
categorized into three components Household Sector Savings, Private
Corporate Sector Savings and Public Sector savings. The Household
Sector Savings can further be classified into Financial Savings and
Savings in Physical Assets. The Financial Savings of Household
Sector are generally composed of Currency, Net Deposits, Shares and
Debentures, Net Claims on Government, Life Insurance Funds and
Provident and Pension Funds. The Private Corporate Sector Savings
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are constituted of savings of Joint Stock Companies, Savings of Non
Financial Companies, savings of Financial Companies and savings of
Co - operative Banks and Societies. The Public Sector Savings are
derived in the form of savings of Government Administration,
Departmental Enterprises, Government Companies and Statutory
Corporations.
Figure 3.1: - Components of GDS
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Figure 3.2 Gross Domestic Savings and its Growth
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Figure 3.3 Gross Domestic Savings as percentage of GDP (GDS rate)
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 1970 - 71 to 1979 - 80
The absolute value of GDS in the decade continuously increased from
Rs. 6649 crores in the year 1970 - 71 to Rs.24314 crores by the end of
the year 1979 - 80, hence, registering an increase of more than 3.5
times. Except the year 1972 - 73 and 1979 - 80, growth rate of GDS
remained above 10 per cent. The year 1973 - 74 witnessed steep
growth rate of almost 40 per cent. The period of 1976 - 77 to 78 - 79
has been relatively good where annual growth rate has been above
15per cent during all the three years. The year 1976 - 77 witnessed a
growth rate of 21.34 per cent.
At the beginning of the decade GDS rate was recorded to be 14.56 per
cent of the GDP. It reached the peak decadal value of 21.5 per cent of
in the year 1978 - 79. Up to the year 1975 - 76, the observed values of
GDS rate were below the linear long term trend line, whereas, in the
later years of the decade it remained above the long term trend line.
“After mid 1970s several growth related aspects such as growth in
income, its redistribution and growth of financial sector resulted in
appreciable increase in household savings and thereby overall
savings.” (Pandit B.L., 1992)
“In the period 1970 - 71 to 1975 - 76 compared to period 1952 - 53 to
1969 - 70 savings propensity differential has narrowed in favour of
agriculture sector which has resulted into higher GDS rate”.
(Krishnamurthy and Saibaba, 1981)
The narrative evidence suggests that Green revolution, nationalization
of Commercial banks, expansion of banking in rural and semi - urban
areas, redistribution of income, foreign inward remittances and food
procurement were some of the major factors responsible for significant
rise in GDS rate during this period.
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1980 - 81 to 1989 - 90
In the initial year of this decade, the absolute value of GDS was
observed to be Rs. 27136 crores which continuously increased to Rs.
106979 crores by the end of the decade. The GDS growth rate varied
from minimum of 8.83 per cent in the year 1986 - 87 to maximum of
23.68 per cent in 1987 - 88. The last three years of the decade
witnessed growth rate above 20 per cent. The GDS rate fell below the
level of 20 per cent and reached a low level of 17.58 per cent in the
year 1983 - 84. During the later years it picked up and recorded a high
value of 21.5 per cent in 1978 - 79. The observed GDS rate for the
period 1980 - 81 to 1988 - 89 remained below long term linear trend.
“The GDS rate stagnated in first half of the decade due to poor savings
performance of all the three viz. Household Sector, Private Corporate
Sector and Public Sector. The fall in Public Sector Savings can be
traced to poor performance of government non - statutory corporations,
mounting government employment and wage bill and rising
government purchases of goods and services”. (Virmani, 1990)
“The second half of the decade witnessed recovery in GDS rate
basically due to initiation of liberalization measures. The introduction of
liberalization measures helped in developing new issue market and
mutual fund sector of capital market. This resulted in a steady recovery
of GDS rate from 19.8 per cent in 1985 - 86 to 22.40 per cent in 1989 -
90”. (Bose Dhritidyuti, Ray Partha 1997)
1990 - 91 to 1999 - 2000
The absolute value of GDS increased almost three and half times
during this decade. The value of GDS increased from Rs. 131340
crores to Rs. 468681 crores. The GDS growth rate fluctuated from
minimum of 6.20 per cent in the year 1996 - 97 to maximum value of
25.10 per cent in the year 1999 - 2000. The year 1994 - 95 witnessed a
growth rate of almost 30 per cent.
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The GDS rate in this decade remained above 20 per cent. In the year
1990 - 91 the GDS rate was observed to be 23.10 per cent and
thereafter, it declined continuously up to 1992 - 93 to record a low
value of 21.77 per cent. The GDS rate peaked in the year 1995 - 96 to
record a maximum value of 25.15 per cent. Thereafter, GDS rate
continuously declined to 21.52 per cent up to the year 1998 - 99.The
terminal year of the decade recorded an increased GDS rate of 24.1
per cent, the fluctuations in GDS rate during this decade were due to
volatility in Physical Savings and Financial Savings of Household
Sector.
2000 - 01 to 2003 - 04
The GDS rate during this period increased significantly from 23.45 per
cent in the year 2000 - 01 to an all time high of 28.13 per cent during
the year 2003 – 04. The growth rate during 2000 - 01 to 2001 - 02
remained low, while during the rest of two years it remained above 20
per cent. The absolute value of GDS increased almost one and half
times within four years. This improvement in GDS rate was observed
due to increase in Household Sector savings and reduction in negative
savings by Public Sector.
1970 - 71 to 2003 - 04
GDS rate: In the span of 34 years GDS rate gradually increased from
14.56 per cent to 28.13 per cent. This is a significant increase in GDS
rate. During this long period there were phases when it increased
significantly, remained stagnated and even decreased. The long term
trend of the curve representing GDS rate is upward sloping. It indicates
that over a long period GDS rate has increased significantly.
GDS (in absolute terms): The absolute value of GDS in the year 1970 -
71 was Rs.6649 crores, which increased to Rs.10000 crores in the
year 1973 - 74. In the year 1985 - 86, GDS was more than Rs.50000
crores and very soon in the year 1989 - 90, it crossed the value of
Rs.100000 crores. In the year 1996 - 97 the GDS was above
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Rs. 3, 00,000 crores mark and by the end of 2003 - 04 it reached
Rs.7, 76,420 crores figure. The GDS curve look flat up to the year
1984 - 85, but after that it is steeply upward sloping.
GDS growth rate: The yearly growth rate of GDS when plotted for the
period of 1970 - 71 to 2003 - 04 shows zigzag movements with few
wide fluctuations. The highest yearly growth rate was observed to be
39.72per cent in the year 1973 - 74, whereas, the lowest growth rate in
GDS was 2.69 per cent in the year 1979 - 80.The average GDS rate
and average annual growth rate of GDS for various periods is
calculated to be
Table 3.1: - Average calculated values of Gross Domestic Savings Rate
and its Growth
Period Average GDS Rate Average GDSGrowth Rate
1970 – 71 to 1979 - 80 17.50 15.90
1980 – 81 to 1989 - 90 19.39 16.08
1990 – 91 to 1999 - 2000 23.14 16.18
2000 – 01 to 2003 - 04 25.27 13.68
1970 – 71 to 2003 - 04 20.63 15.77
Source: Computed from CMIE report
The average value of GDS rate increased from 17.50 per cent in 1970s
to above 25 per cent during the period 2001 – 04. The decade of 1990s
witnessed increase in GDS rate by almost 4 per cent. The decadal
growth rate of GDS remained around 16 per cent during the decades of
1970s, 1980s and 1990s. The period 2001 – 04 saw a fall in average
growth rate to 13.68 per cent.
3.2.2 Household Sector Savings
“The household sector comprises, apart from individuals, all non -
government, non - corporate enterprises like sole proprietorships and
66
partnerships owned and/or controlled by individuals and non - profit
institutions which furnish educational, health, cultural, recreational and
other social and community services to households. The savings of the
household sector is taken as the sum of its investments in various
instruments of Financial Savings and in the form of physical assets”.
(National Account Statistics, 2007)
The factors that affect the Household Sector savings are disposable
income, income distribution between agriculture and non - agricultural
sector, current rate of inflation, expected rate of inflation, economic
growth rate, precautionary demand for liquidity, life time expenditure,
real interest rate, banking facilities, growth of financial sector and
demographic transition.
“The empirical real estimates of the real aggregate Household Sector
savings functions suggest that at the aggregate level real national
income and the relative share of the agricultural income in real income
are basic determinants of the real household savings. Other factors,
namely, the inflation rate, the real interest rate and even the effective
real interest rate have very little influence on the Household
Savings”.(Bhattacharya, 1985)
Figure 3.4: Household Savings and its growth
Household Sa vings
0
100000
200000
300000
400000
500000
600000
700000
800000
197
1 -7
2
197
3 -7
4
197
5 -7
6
197
7 -7
8
197
9 -8
0
198
1 -8
2
198
3 -8
4
198
5 -8
6
198
7 -8
8
198
9 -9
0
199
1 -9
2
199
3 -9
4
199
5 -9
6
199
7 -9
8
199
9 -0
0
200
1 -0
2
200
3 -0
4
Years
Ho
us
eh
old
 S
av
ing
s
-5.00%
0.00%
5.00%
10.00%
15.00%
20.00%
25.00%
30.00%
35.00%
40.00%
45.00%
Gr
ow
th
 R
at
e
Household Sav ings Grow th
67
Figure: 3.5 Percentage share of Household Sector in GDS
Household Savings as  percentage of GDS
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1970 - 71 to 1979 - 80
The absolute value of Household Sector Savings increased more than
3.5 times during this period, from Rs. 4634 crores to Rs. 16690 crores.
The year 1979 - 80 witnessed fall in absolute value of Household
Sector savings. The growth of Household Sector savings fluctuated
widely from a negative growth rate of - 1.91 per cent in 1979 - 80 to a
maximum value of 41.98 per cent during 1973 - 74. The period 1976 -
78 also witnessed a healthy growth rate of more than 20 per cent. The
percentage share of Household Sector savings in GDS increased
during the initial years and reached a peak value of 72.60 per cent in
the year 1973 - 74. In the next year it was recorded at its minimum
level of 65.27 per cent. During the terminal year of the decade it was
observed to be 68.64 per cent.
1980 - 81 to 1989 - 90
In absolute terms, the Household Sector savings increased by more
than four times during this decade. The absolute value increased from
Rs.19868 crores to Rs.86955 crores. The rate of growth of Household
Sector savings fluctuated from 6.83 per cent in 1981 - 82 to 31.25 per
cent in the year 1987 - 88. The percentage share of Household Sector
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savings in GDS was recorded to be 73.22 per cent in the year 1980 -
81, it declined to 67.55 per cent during 1982 - 83 and by the year 1989
- 90, it increased significantly to 81.28 per cent.
 1990 - 91 to 1999 - 2000
During this decade, the absolute value of Household Sector savings
increased form Rs. 86955 crores to Rs. 404401 crores, thereby,
increasing more than four and half times in the given period. The
growth rate continued to increase in the first year of this decade and
peaked with a maximum value of 26.38 per cent in the year 1990 - 91,
while very next year, it fell to a low level of 0.76 per cent. During the
rest of the years, it fluctuated between 7.92 per cent in 1996 - 97 and
25.93 per cent in 1994 - 95. The relative percentage share of
Household Sector savings in GDS also fluctuated from a minimum
value of 72.35 per cent in 1995 - 96 to a maximum value of 87.28 per
cent in the year 1998 - 99.
2000 - 01 to 2003 - 04
The absolute value of Household Sector savings in this period
increased from Rs. 452268 crores to Rs. 671692 crores. The growth
rate of Household Sector savings in this period remained above 10 per
cent. It continuously increased from 11.84 per cent in 2000 - 01 to
16.88 per cent in the year 2003 - 04. The percentage share of
Household Sector was observed to be 96.40 per cent in the year 2000
– 01 and by the end of the year 2003 – 04, it fell to 86.51 per cent.
1970 - 71 to 2003 - 04
Household Sector Savings (in absolute terms): In absolute terms,
except the year 1979 - 80, during all the other years Household Sector
savings has increased. During 1970 - 71, it was Rs.4634 crores and it
reached Rs.671692 crores by the end of the year 2003 – 04, thus,
increasing by almost 145 times in this period. The long term trend is
positive for Household Sector savings.
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Growth rate of Household Sector savings fluctuated from - 1.91per cent
in 1979 - 80 to maximum of 41.98 per cent, during 1973 - 74. Avoiding
these two extreme values the average annual growth rate for the whole
period comes out to be 16.39per cent
Percentage share of Household Sector savings in GDS: It fluctuated
from minimum of 65.27 per cent in the year 1974 - 75 to maximum of
96.40 per cent in the year 2001 - 02. The long term trend of per cent
share of HS in GDS is upward rising, indicating significant rise in share
of Household Sector in GDS. The average calculated values of the
share of household sector in GDS and yearly growth rates for the
various periods are as follows: -
Table 3.2: Average calculated values of the share of household sector
in GDS and yearly growth rates
Period
Average Percentage
Share of
Household Savings
in GDS
Average Growth Rate
of Household Savings
1971 – 80 69.78 15.95
1981 – 90 75.03 18.16
1991 – 2000 79.77 16.91
2001 – 2004 91.16 13.54
1971 – 2004 76.77 16.62
Source: Computed from CMIE Reports
Over the decades there has been persistent increase in percentage
share of Household sector savings in GDS. The average percentage
share of Household Sector Savings in GDS increased from almost 70
per cent in 1970s to almost 80 per cent by the end of 1990s. The
period 2001 – 04 witnessed a sharp increase in percentage share of
Household Sector Savings in GDS to above 90 per cent. The average
growth rate of Household Sector Savings remained above 15 per cent
up to 1990s, but during the period 2001 – 04, it fell below 15 per cent.
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3.2.3 Public Sector Savings
“Public Sector covers government administration, departmental
enterprises and non - departmental enterprises. The non -
departmental enterprises comprise government companies, statutory
corporations and port trusts”.  (National Account Statistics, 2007)
Public Sector Savings = Savings by Government Administration +
Savings by Departmental Enterprises + Savings by Non - Departmental
Enterprises
The factors that affect Public Sector Savings are profit of Public Sector
undertakings national income, interest rate, inflation, tax -
rationalization, subsidies, oil bonds etc.
Figure 3.6:  Public Sector Savings and its growth
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Figure 3.7: - Percentage share of Public Sector in GDS
Percentage share  of Public Sector Savings in GDS
-16
-12
-8
-4
0
4
8
12
16
20
24
28
32
197
0 -7
1
197
2 -7
3
197
4 -7
5
197
6 -7
7
197
8 -7
9
198
0 -8
1
198
2 -8
3
198
4 -8
5
198
6 -8
7
198
8 -8
9
199
0 -9
1
199
2 -9
3
199
4 -9
5
199
6 -9
7
199
8 -9
9
200
0 -0
1
200
2 -0
3
Years
Pe
rc
en
t  s
ha
re
 of
 P
ub
lic
 S
ec
to
r S
av
ing
s
Percent share  of Public Secor in GDS Linear  (Pe rcent share  of Public Secor in GDS )
1970 - 71 to 1979 - 80
The Public Sector savings increased from Rs. 1343 crores in the year
1970 - 71 to Rs. 5226 crores in the year 1979 - 80. The growth rate of
Public Sector savings remained impressive during the period 1973 - 74
to 1976 - 77. But, in next year, it recorded a low negative growth rate of
- 0.07 per cent. The percentage share of Public Sector savings in GDS
continuously declined from 20.2 per cent in the year 1970 - 71 to 17.56
per cent in 1973 - 74. The maximum value of 25.15 per cent was
recorded in the year 1976 - 77 and by the end of the decade it again
fell to a level of 21.49 per cent.
1980 - 81 to 1989 - 90
The absolute value of Public Sector savings increased less than 2
times during this decade. In absolute terms, it increased from Rs. 4929
crores in 1980 - 81 to Rs. 8179 crores in 1989 - 90. The growth of
Public Sector savings witnessed wide fluctuations during this decade.
Out of ten years, it remained negative for number of years. The  worst
year was 1983 - 84 which saw a fall of growth rate by - 12.29 per cent.
On the other hand, during 1981 – 82, Public Sector savings increased
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significantly by 53.58 per cent. The percentage share of Public Sector
savings in GDS fell from 24.14 per cent in the year 1981 - 82 to 7.65
per cent in 1989 - 90. Since 1983 – 84, the Public Sector Savings rate
has decreased and was observed to be 2 per cent in 1988 - 89
1990 - 91 to 1999 - 2000
In the year 1990 – 91, the Public Sector savings in absolute terms was
recorded to be at Rs. 6279 crores. It reached a peak value of Rs.
24065 crores in the year 1995 - 96 and by the end of year 1999 –
2000, it was observed to be Rs. 20049 crores. The growth rate of
Public Sector savings fluctuated wildly in this decade. The high positive
growth rates of 104.94 per cent and 209.37 per cent were observed
during the years 1991 - 92 and 1994 - 95 respectively. The high
negative growth rates of - 23.23 per cent and - 54.11 per cent were
recorded during the years 1990 - 91 and 1993 - 94. The percentage
share of Public Sector savings in GDS was recorded to be 8.94 per
cent in the year 1991 - 92 and it declined to - 4.58 per cent at the end
of the year 1998 - 99.
2000 - 01 to 2003 - 04
The absolute value of Public Sector savings decreased from
Rs.48361crores in the year 2000 - 01 to Rs.9429crores by the end of
the year 2003 - 04. The year 2000 – 01, witnessed an impressive
growth rate of 141.21 per cent but years 2002 - 03 and 2003 - 04
recorded negative growth rates of - 56.95 per cent and - 64.62 per cent
respectively. “From 2003 - 04 onwards, savings of the Public Sector
turned positive, reflecting mainly the outcome of the implementation of
Fiscal Responsibility and Budget Management Act, 2003. The rate of
Public Sector Savings increased from 1.0 per cent in 2003 - 04 to 2.20
per cent in 2004 - 05, owing to improvement in non - departmental
enterprises savings and decrease in public authorities’ dissavings”.
(Report of the Working Group on Savings for the Eleventh Five Year
Plan)
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1970 - 71 to 2003 - 04
The absolute value of Public Sector savings varied from minimum of
Rs.1343 crores during 1970 - 71 to maximum of Rs.26652 crores in the
year 2002 - 03.The annual growth rate of Public Sector savings
fluctuated during the whole period. It fluctuated from - 64.62 per cent in
2003 - 04 to 209.72 per cent in the year 1994 - 95. Some of years in
this period where growth rate was high were:1974 - 75 (46.82 per
cent),1981 - 82 (53.58 per cent),1991 - 92 (104.94 per cent) 1994 - 95
(209.73 per cent) and 2000 - 01 (141.21 per cent).The years which
witnessed more than 10 per cent fall in growth were: 1983 - 84
( - 12.29 per cent), 1990 - 91 ( - 23.23 per cent), 93 - 94 ( - 54.11per
cent), 97 - 98 ( - 11.62 per cent), 98 - 99 ( - 15.24 per cent), 2002 - 03
( - 56.95per cent) and 2003 - 04 ( - 64.62 per cent).The percentage
share of Public Sector Savings in GDS showed improvement in initial
period and it peaked in the year 1976 - 77 to reach the level of 25.15
per cent, but after that till 2001 – 02, it witnessed a declining trend. In
last couple of years, it improved but remained negative. The calculated
average values for the percentage share of Public Sector in GDS and
its yearly growth for the various periods are as follows:
Table 3.3: Average calculated values of percentage share of Public
Sector in GDS and yearly growth
Period
Average Percentage
share of Public Sector
in GDS
Average Growth Rate
of Public Sector
Savings.
1971 - 80 21.17 17.25
1981 - 90 15.91   6.17
1991 - 2000 4.26 25.72
2001 - 2004 -  6.71 11.92
1971 - 2004 11.37 15.81
Source: Computed from CMIE Reports
The average percentage share of Public Sector savings declined over
the period. It decreased from 21.17 per cent in 1970s to - 6.71 per cent
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during the period 2001 – 04. The average value of 11.37 per cent was
observed for the period 1971 – 2004. The average growth rate of
Public Sector savings fluctuated from one period to another. It was
observed to be 17.25 in 1970s, but it declined during 1980s, while
1990s witnessed impressive growth rate of more than 25 per cent
growth rate. The period 2001 - 04 observed a growth rate of 11.92 %.
3.2.4. Private Corporate Sector:
“Private Corporate Sector comprises all non - government financial/non
- financial corporate enterprises and co - operative institutions. Non -
government non - financial enterprises include public and private
limited companies (inclusive of foreign controlled rupee companies)
registered under the Indian Joint Stock Companies Act, 1956. Non -
government financial institutions constitute all scheduled and non -
scheduled commercial banks in the private sector, other financial and
investment companies engaged in activities such as financing of hire -
purchase, transactions in share and commodities and financing of
loans or investment in securities, Industrial Credit and Investment
Corporation of India (ICICI) and Housing Development Finance
Corporation Limited (HDFC). Co - operative institutions comprise all co
- operative banks, co - operative credit and non - credit societies”.
 (National Account Statistics, 2007)
Thus, Private Corporate Savings = Savings of Non – Financial Co.s +
Savings of Financial Co.s + Savings of Co- operative Banks and
Societies
There are number of factors that affect Private Corporate Savings. The
factors that generally affect Private Corporate Sector savings are: -
state of demand in the economy, turnover, capacity utilization, gap
between inflation rate and changes in occupational structure.
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Figure: 3.8: Private Corporate Savings and its Growth
Private Corporate Savings and its Growth
0
20000
40000
60000
80000
100000
120000
197
1-7
2
197
3-7
4
197
5-7
6
197
7-7
8
197
9-8
0
198
1-8
2
198
3-8
4
198
5-8
6
198
7-8
8
198
9-9
0
199
1-9
2
199
3-9
4
199
5-9
6
199
7-9
8
199
9-0
0
200
1-0
2
200
3-0
4
Years
Pr
iva
te 
Co
rpo
rat
e S
av
ing
s
-40%
-20%
0%
20%
40%
60%
80%
Gr
ow
th
Private Corporate Savings Grow th
Figure: 3.9: Percentage share of Private Corporate Sector in GDS
Percent share of Private Corporate Sector in GDS
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1970 - 71 to 1979 - 80
The absolute value of Private Corporate savings was Rs. 672 crores in
the year 1970 - 71 and it continuously increased to Rs. 1465 crores by
the year 1974 - 75. It declined in the year 1975 - 76 to Rs. 1083 crores,
but in later years it increased and was recorded to be Rs. 2398 crores
by the end of the year 1979 - 80. The highest growth rate of 45.16 per
cent was recorded in the year 1979 – 80, while the negative growth
rate of - 26.08 per cent was observed in the year 1975 - 76. The
percentage share of Private Corporate savings in GDS fluctuated from
11.83 per cent in the year 1974 - 75 to 6.78 per cent in the year 1976 -
77.
“The Private Corporate Sector savings remained low in comparison to
Public Sector Savings and Household Sector savings in 1970s, due to
increased interest payments as a result of dependency on borrowed
funds. Traditional industries like tea, jute, cotton textiles, cement and
some other industries adversely affected the profitability of Private
Corporate Sector”. (Shetty, 1980)
1980 - 81 to 1989 - 90
In this decade the absolute value of Private Corporate savings
increased from Rs. 2339 crores in the year 1980 - 81 to Rs. 11845
crores by the end of the decade, which translates into almost 5 time
increase. Except the years 1980 - 81 and 1986 – 87, when negative
growth rates of - 2.46 per cent and - 1.66 per cent were witnessed,
during the rest of the years growth rate remained positive. The
percentage share of Private Corporate savings in GDS increased from
8.62 per cent in the year 1980 - 81 to 11.07 per cent by the end of the
year 1989 - 90.
“Private Corporate Sector savings rate crossed Public Sector Savings
rate for the first time in 1988 - 89 and has remained higher due to
increased competition as a result of liberalization of external sector,
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FDI in various sectors and increased profits of Private Corporate
Sector”. (Bose Dhritidyuti and Ray Partha, 1997)
1990 - 91 to 1999 - 2000
During this decade the absolute value of Private Corporate savings
increased by almost 5.5 times. It was recorded to be Rs. 15164 crores
in the year 1990 - 91 and increased to Rs. 84329 crores. The years
1991 - 92, 1993 - 94 and 1995 - 96 recorded healthy growth rate of
33.90 per cent, 49.57 per cent and 66.03 per cent respectively. The
percentage share of Private Corporate savings in GDS increased from
11.55 per cent to peak value of 19.6 per cent in the year 1995 – 96, but
later on it declined and recorded to be 17.99 per cent by the end of the
year 1999 - 2000.
 2000 - 01 to 2003 - 04
The absolute value of Private Corporate savings increased from Rs.
86142 crores in the year 2000 - 01 to Rs. 114157 crores in the year
2003 - 04. The year 2001 - 02 saw a negative growth rate of - 5.88 per
cent, while during the years 2002 - 03 and 2003 – 04, it increased to
16.27 per cent and 21.10 per cent respectively. The percentage share
of Private Corporate savings in GDS declined from 17.58 per cent in
2000 - 01 to 14.7 per cent in the year 2003 - 04.
“The rate of savings in Private Corporate Sector followed upward
momentum for the period 2001 - 02 to 2004 - 05. It increased from 3.60
per cent of GDP to 4.8 per cent of GDP during this period, reflecting
higher retained earnings resulting from higher profits. There has been
substantial decline in interest burden along with decline in effective tax
rate in the Private Corporate Sector during the year 2004 – 05”.
(Report of the Working Group on Savings for the Eleventh Five Year
Plan)
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1970 - 71 to 2003 - 04
The absolute value of Private Corporate savings increased from
Rs.672 crores to Rs.114157 crores during this period. The curve
representing Private Corporate savings is relatively flat up to 1987 –
88, but after that it is relatively steeper, indicating sharp rise in later
period. The annual growth rate in Private Corporate savings fluctuated
from all time high value of 66.03per cent in the year 95 - 96 to a all time
low value of - 26.08 per cent in the year 1975 - 76. The per cent share
of Private Corporate savings in GDS was above 10 per cent in the
initial years but after the slump of 1975 - 76, it took a long time for
Private Corporate Savings to increase its share in GDS above 10 per
cent and remain above it. During the period 1989 - 90 to 2003 - 04 it
remained above 10 per cent. In the year 1995 – 96, it almost touched
the figure of 20 per cent. In the period 1995 - 96 to 2001 - 02 the
percentage share of Private Corporate savings in GDS remained
above 15 per cent. The long term linear trend clearly indicates rise in
percentage share of Private Corporate savings in GDS. The average
calculated values of percentage share of private corporate sector in
GDS and yearly growth rate for the various  periods are as follows : -
Table: 3.4: - Average calculated values of percentage share of Private
Corporate Sector in GDS and yearly growth rate
Period
Average Percentage
share of Private
Corporate Sector in
GDS
Average growth rate
of Private Corporate
Sector
1971 – 80 9.06 17.06
1981 – 90 9.05 18.32
1991 – 2000 15.96 23.43
2001 – 2004 15.54 8.41
1971 – 2004 11.85 18.32
Source: Calculated from CMIE Report
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The percentage share of Private Corporate Sector savings in GDS
remained stable at almost 9 per cent during 1970s and 1980s. The
average percentage share increased during 1990s above 15 per cent
and remained above it even during the period 2001 - 04. The average
growth rate of Private Corporate Sector savings was observed to be
almost 17 per cent in 1970s and it increased to 23.43 per cent during
1990s, but average growth rate fell drastically in the period 2001 –
2004 to 8.41 per cent.
3.2.5 Components of Household Savings
It consists of financial savings and physical savings. The financial
savings includes Currency, Net Deposits, Shares and Debentures, Net
Claims on Government, Life Insurance Funds and Provident and
Pension Funds.
I. . Physical Assets
“Net addition to physical assets of the households, comprising
investment in fixed assets of construction and machinery and
equipment, and change in stocks, is taken to constitute households'
savings in physical assets. Estimates of investment in fixed assets for
the economy as a whole are worked out independently in connection
with the estimates of capital formation. Households' investment in fixed
assets and change in stocks is derived as residual by deducting the
corresponding estimates of public and private corporate sectors from
the total”.  (National Account Statistics, 2007)
“The empirical estimates of the real Household Sector Physical
Savings suggest that the real national income is the only significant
determinant of real Household Sector Physical Savings. Physical
Savings unlike Financial Savings is neutral with respect to tax –
benefits”. (Bhattacharya, 1985)
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Figure 3.10:- Savings in Physical Assets and its growth
Savings in Physical Assets
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Figure: 3.11: -Percentage share of Physical Assets in the Household
Savings and GDS
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1970 - 71 to 1979 - 80
The absolute value of the Physical Savings in the year 1970 - 71 was
observed to be Rs. 3263 crores and it increased almost 3 times to
record a value of Rs. 10609 crores by the year 1979 - 80.The year
1972 - 73 was exceptional, as it witnessed a negative growth rate of -
4.59 per cent, while highest growth rate was observed to be 30.48 per
cent in the year 1974 - 75.
The percentage share of Physical Savings in Household Sector
savings was observed to be 70.41 per cent in the year 1970 - 71, it
continuously decreased to 54.77 per cent in the year 1973 - 74. In the
year 1974 – 75, it once again crossed the mark of 70 per cent but in
later years it declined and was observed to be 63.57 by the end of the
year 1979 - 80.
1980 - 81 to 1989 - 90
This decade witnessed more than 4 times increase in the absolute
value of Physical Savings of Household Sector. In absolute terms, it
increased from Rs. 11258 crores in the year 1980 - 81 to Rs. 48957
crores by the end of the year 1989 - 90. The initial years of this decade
showed low growth rate and the year 1982 – 83 witnessed a negative
growth rate of - 9.77 per cent. The years 1983 - 84, 1987 - 88 and 1988
– 89, recorded high growth rate of 41.94 per cent, 48.77 per cent and
34.44 per cent respectively.
The percentage share of Physical Savings in Household Sector
savings remained more or less same around 56 per cent at the
beginning and end of the decade. In between, it varied from minimum
value of 45.13 per cent in the year 1982 - 83 to maximum value of
61.53 per cent during the year 1988 - 89.
1990 - 91 to 1999 - 2000
The absolute value of the Physical Savings was recorded to be Rs.
60257 crores in the year 1990 – 91, but very next year it fell to Rs.
82
48635 crores. It increased in the later years and by the end of the
decade, was recorded to be Rs. 198658 crores. During the years 1991
- 92 and 1996 – 97, the negative growth rate was recorded to be -
19.29 per cent and - 17.05 per cent respectively. The highest growth
rate of 40.44 per cent was observed in year 1995 - 96.
The percentage share of Physical Savings in Household Sector
savings decreased from 54.83 per cent in the year 1990 - 91 to
minimum of 39.27 per cent during the year 1996 - 97 and in terminal
year it was observed to be 49.12 per cent.
2000 - 01 to 2003 - 04
During this period Physical Savings increased from Rs. 235494 crores
to Rs. 357431 crores. The percentage share of Physical Savings in
Household Sector savings remained between 50 to 55 per cent. The
growth rate of Physical Savings remained above 10 per cent.
1970 - 71 to 2003 - 04
Over this long period, in absolute terms the Physical Savings has
increased significantly while, growth rate and the percentage share of
physical Savings kept on fluctuating. The average growth rate
fluctuated from minimum value of - 19.29 per cent in 1991 - 92 to
maximum of 48.77 per cent in 1987 - 88. On the basis of long term the
percentage share of Physical Savings in Household Savings shows a
clear declining trend. It has fallen from almost 70 per cent to 50 per
cent during this period. Even as percentage of GDS the Physical
Savings show a clear declining trend.
The average calculated values of percentage share of Physical Assets
in Household Savings and its growth rate for the various periods are
presented in tabular form:-
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Table: 3.5: - Average calculated values of percentage share of Physical
Assets in Household Savings
Period
Average percentage
share of Physical
Assets in Household
Savings
Average Growth  rate
of Physical Assets
1971 – 1980 62.99 14.58
1981 – 1990 53.24 17.87
1991 – 2000 45.80 17.15
2001 – 2004 52.87 15.94
1971 – 2004 53.88 16.52
Source: Calculated from CMIE Reports
The average percentage share of Physical Assets in Household Sector
savings declined from almost 63 per cent in 1970s to 46 per cent in
1990s. During the period 2001 – 04, it increased to almost 54 per cent.
The average annual growth rate of Physical Assets remained within the
range of 14 per cent to 18 per cent.
II. Financial Savings
“The investment in Financial Savings comprises currency, net deposits,
shares and bonds, net claims on government in the form of small
savings, investment in Central and State government securities, life
insurance funds and provident and pension funds’.  (National Account
Statistics, 2007)
“The empirical estimates show poor response of Financial Savings with
respect to real interest rates with and without adjustments for tax
benefits. The inflation rate also has an insignificant effect on the
Household Sector Financial Savings”. (Bhattacharya, 1985)
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“Savings in the financial assets has a special significance because it
can readily mobilized in priority sectors so as to conform with the
Investment pattern envisaged by the planners……Financial assets
provide an efficient mechanism of mobilizing savings for Investment
function. Financial assets are created by over – spending units and
purchased by under – spending units”. (Lakdawala D.T., Mody R. J.,
1972)
Figure 3.12: - Financial Savings and its Growth
Financial savings
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Figure 3.13: - Percentage share of Financial Savings in Household
Savings and GDS
Percentage share of Financial Savings in Household Savings and GDS
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 1970 - 71 to 1979 - 80
 The absolute value of Financial Savings was observed to be Rs. 1371
crores in the year 1970 - 71 and increased to Rs. 6081 crores by the
end of the year 1979 - 80. Thus registering almost 4.5 times increase in
absolute terms. During this phase, the growth rate in Financial Savings
has shown wide fluctuations from minimum of - 34.27 per cent during
the year 1974 - 75 to maximum of 69.74 per cent during the year 1973
- 74. The year 1975 - 76 also recorded the significant growth rate
above 60 per cent, whereas, the year 1979 - 80 witnessed a negative
growth of - 8.67 per cent. The percentage share of Financial Savings in
Household Sector savings increased from 29.59 per cent in the year
1970 - 71 to peak decadal value of 45.23 per cent. In the terminal year,
it dipped to a low value of 36.43 per cent.
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1980 - 81 to 1989 - 90
In this decade the absolute value of Financial Savings increased from
Rs. 8610 crores to Rs. 37998 crores. The years 1980 - 81, 1982 - 83,
1984 - 85, 1986 - 87 and 1989 - 90 witnessed healthy growth rates of
41.59 per cent, 32.50 per cent, 34.49 per cent, 25.88 per cent and
39.79 per cent respectively. The percentage share of Financial Savings
in the Household Sector savings recorded a maximum value of 54.87
per cent in the year 1982 - 83 and it fell to minimum value of 38.47 per
cent in the year 1988 - 89.
1990 - 91 to 1999 - 2000
The absolute value of Financial Savings increased by almost by 4
times from Rs. 49640 crores to Rs. 205743 crores. The growth rate of
Financial Savings fluctuated throughout the decade. The minimum
growth rate of - 12.44 per cent in the year 1995 - 96 and maximum
growth rate of 44.93 per cent in the year 1993 - 94 were recorded
during the decade. The percentage share of Financial Savings in the
Household Sector savings increased from 45.17 per cent in 1990 - 91
to 60.56 per cent in the year 1994 - 95. By the end of the decade it fell
to 50.88 per cent.
“The financial sector reforms in India, introduced since 1992 - 93, have
lead to a series of financial innovations, which ultimately lowered the
transactions cost and provided better returns to the investors. This has,
in turn, lead to an increasing monetization of the economy as
evidenced by rising bank deposits and other indicators, greater
availability of and Household recourse to credit and helped to boost
Household Financial Savings during the 1990s”.  (Report of the
Working Group on Savings for the Eleventh Five Year Plan)
 2000 - 01 to 2003 - 04
Financial Savings in absolute terms increased from Rs. 216774 crores
to Rs. 314261 crores during the period 2000 - 01 to 2003 - 04.
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The low growth rate of 0.19 per cent was recorded in the year 2002 -
03 and average high growth rate of 23.51 per cent was observed
during the year 2003 - 04. The percentage share of Financial Savings
in Household Sector savings fell below 50 per cent level in the year
2000 - 01 and remained below it up to 2003 - 04.
1970 - 71 to 2003 - 04
The long term trend for Financial Savings is steeply upward sloping
indicating that over the years in absolute terms Financial Savings has
increased rapidly. “The Financial Savings increased rapidly due to
three factors. Firstly, expansion of branches of commercial banks along
with growth of financial institutions and mutual funds resulted into well
differentiated infrastructure with wide alternatives of financial
instruments. Secondly, inherent indivisibility of physical output
increases Financial Savings. Lastly, the long term motive of getting
regular income and wide variety of financial assets suiting preference
of different classes of people encourages Financial Savings”. (Bose
Dhritidyuti, Ray Partha 1997)
The annual growth rate has widely fluctuated specially in initial phase.
During the years 1973 - 74, 1975 - 76, 1980 - 81 and 1993 - 94 the
annual growth rate remained above 40 per cent.
The per cent share of Financial Savings in Household Savings shows a
clear rising trend over the years. It was about 30 per cent in the initial
phase but by the end of the year 1996 - 97 it touched 60 per cent mark.
After 1996 - 97 per cent share decreased and remained near to 50 per
cent.
The average calculated values of the percentage share of Financial
Savings in the household Savings and yearly growth rates for the
periods are as follows
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Table: 3.6: - Average calculated values of the percentage share of
Financial Savings in the Household Savings and yearly growth rates
Period Percentage share ofFinancial Savings in
Household Savings
Growth Rate of
Financial Savings.
1971 - 1980 36.97 22.25
1981 - 1990 46.75 21.02
1991 - 2000 54.19 19.54
2001 - 2004 47.12 11.55
1971 - 2004 46.11 19.76
Source: Computed from CMIE Reports
The average percentage share of Financial Savings in Household
Sector savings increased from almost 37 per cent in 1970s to 54 per
cent in 1990s, but during the period 2001 – 04 it fell to 47.12 per cent.
The average percentage share of Financial Savings for the period 1971
– 2004 comes out to be 46.11 per cent. The average annual growth
rate of Financial Savings declined from 22.25 per cent in 1970s to
11.44 per cent in the period 2001 – 2004.
III. Relative Share of Financial Savings and Physical Savings in
Household Savings
As the Household Savings are broadly divided into Physical Savings
and Financial Savings, it is essential to study the compositional
change in Household Savings. The change in Physical Savings vis – a
vis Financial Savings in Household Savings over a period 1970 – 71
to 2003 – 04 has been analysed by the researcher.
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Figure 3.14: - Relative shares of Financial Savings and Physical Savings
in Household Savings
Relative Shares of Physical Savings and Financial Savings in Household
Savings
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During the initial years relative share of Physical Savings was as high
as 70 per cent, while the share of Financial Savings was mere 30 per
cent in Household Savings. But gradually over the time relative share
of Financial Savings increased and share of Physical Savings declined.
By the year 1982 – 83, Financial Savings over took Physical Savings
in percentage share of Household Savings.
“There are two reasons for the faster growth of the Financial Savings
vis - à - vis Physical Savings in India. Firstly the average inflation rate
has been mild rather than hyper; and secondly the effective rate on
Financial Savings has been higher than the both the inflation rate and
the rate of return on Financial Savings”. (Bhattacharya1985)
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 During the year 1994 - 95 share of Financial Savings in Household
Savings increased to 60 per cent, whereas, share of Physical Savings
in Household Savings declined to 40 per cent.
“After financial liberalization, with more efficient financial
intermediation, greater opportunities for diversification across the
financial assets and market related returns, Financial Savings has
gained increasing importance” (Report of the Working Group on
Savings for the Eleventh Five Year Plan)
But by the end of the year 1999 – 2000, once again the share of
Physical Savings became equal to share of Financial Savings in
Household Savings. In the later years, the share of Physical Savings
increased to 53 per cent, whereas, share of Financial Savings
decreased to 47 per cent.
Since 2000 – 01, the Household Sector has shown a preference for
Savings in the form of Physical assets which could be attributed partly
to the soft interest regime in recent years. Increase in the rate of
Household Sector savings in physical assets reflects booming
construction activities mainly of housing and accelerated industrial
activities requiring machinery and equipments. (Report of the Working
Group on Savings for the Eleventh Five Year Plan)
The long term trend shows a decline in share of Physical Savings and
rising share of Financial Savings in Household Savings.
3.2.6 Components of Financial Savings
I. Currency:
“Household savings in the form of currency is estimated as a residual
by deducting the amount of currency held by the private corporate
sector and public sector enterprises from the total currency with the
public”.          (National Account Statistics, 2007)
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Figure 3.15: - Currency and its Growth
Currency
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Figure 3.16: - Percentage share of Currency in Financial Savings
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1970 - 71 to 1979 - 80
The absolute value of Currency was recorded to be Rs. 345 crores in
the year 1970 - 71. It increased up to the value of Rs. 812 crores in the
year 1973 - 74 and in the very next year it fell drastically to a very low
value of Rs. 17 crores. By the end of the year 1979 - 80 it was
observed to be Rs. 1338 crores. The growth rate of Currency fluctuated
exorbitantly during this decade from a negative value of - 97.91 per
cent during the year 1974 - 75 to a maximum value of 1788.24 per cent
in the year 1975 - 76.  The years 1977 - 78 and 1979 - 80 also
recorded negative growth rates of - 37.61 per cent and - 9.72 per cent
respectively.
The percentage share of Currency in the Financial Savings was
recorded to be 25.16 per cent in the year 1970 – 71, but it fell to less
than one per cent in the year 1974 - 75. In later years it increased and
by the end of the year 1979 - 80 it was observed to be 22 per cent.
1980 - 81 to 1989 - 90
This decade saw rise in absolute value of Currency by more than 4.5
times. In the year 1980 - 81 it was recorded to be Rs. 1625 crores, in
next year it fell to Rs. 955 crores and increased to the level of Rs. 7655
crores by the end of the year 1989 - 90. In terms of growth rate of
Currency, in this decade also there has been wide fluctuations. The
minimum growth rate of - 41.23 per cent was recorded in the year 1984
- 85 and maximum growth rate was observed to be 112.15 per cent in
the year 1982 - 83. The percentage share of Currency in Financial
Savings varied from minimum of 9.93 per cent in the year 1981 - 82
and maximum of 20.88 per cent during the year 1983 - 84.
“The sharp fall in percentage share of Currency in Financial Savings
during 1981 - 82 was observed due to introduction of bearer bonds
scheme by government in 1981 to curtain the growth of illegal money
and money supply”.( Bhattacharya, 1985)
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1990 - 91 to 1999 - 2000
The absolute value of Currency was recorded to be Rs. 6251 crores in
the year 1990 - 91 and it increased to the level of Rs. 21822 crores in
the year 1998 - 99. Out of ten years, during five years growth rate was
recorded to be negative. It fluctuated from a low value of - 19.55 per
cent in the year 1992 - 93 to a high value of 103.70 per cent in the year
1993 - 94. The year 1998 - 99 also witnessed a high growth rate of
70.75 per cent. The percentage share of Currency in the Financial
Savings declined during the decade. It was at its peak value of 15.63
per cent in the year 1995 - 96 and by the end of the year 1999 - 2000 it
fell to the level of 10.13 per cent.
 2000 - 01 to 2003 - 04
The absolute value of the Currency was observed to be Rs. 15632
crores in the year 2000 - 01 and it increased to the level of Rs. 42200
crores by the end of the year 2003 - 04. The year 2000 - 01 witnessed
a negative growth rate of - 25.01 per cent while the years 2001 - 02,
2002 - 03 and 2003 - 04 recorded the growth rates of 80.12 per cent,
1.03 per cent and 48.35 per cent respectively.
1970 - 71 to 2003 - 04
The long term trend of annual growth rate of Currency is downward,
indicating slow down of growth rate over the time. The long term trend
of absolute value of Currency is upward i.e. in absolute terms value of
Currency has increased. The absolute value was Rs.345 crores in
1970 - 71 it increased to Rs.812 crores in 1973 - 74 and then fell to a
very low value of Rs.17cr only. It increased continuously afterwards to
reach the value of Rs.42200 crores  by the end of 2003 – 04.The share
of Currency in Financial Savings has fluctuated over the time but the
long term trend is clearly indicating significant fall in the per cent share
of Currency in Financial Savings. The per cent share was highest at
28.95 per cent during the year 1972 – 73, whereas, the low value of
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7.21per cent was recorded in 2000 - 01, apart from a very low value of
0.72per cent which was witnessed during 1974 - 75.
“The fall in percentage share of Currency in Household Sector is due to
diversification of financial sector and households switching to new
financial instruments including bank deposits”.( Bose Dhritidyuti, Ray
Partha, 1997)
The average calculated values of percentage share of Currency in
Financial Savings and yearly Growth rates for the various periods are
as follows
Table 3.7: - Average calculated values of percentage share of Currency
in Financial Savings and yearly Growth rates
Period Average percentageshare of Currency in
Financial Savings
Average growrh rate of
Currency
1971 – 1980 18.93 234.35
1981 – 1990 16.04  27.33
1991 – 2000 11.93  16.17
2001 – 2004 10.73  26.12
1971 – 2004 15.06  80.26
Source: Calculated from CMIE Reports
The average value of percentage share of Currency in Financial
Savings declined from almost 19 per cent in 1970s to 10.73 per cent
during the period 2001 - 04. The average growth rate of Currency
fluctuated from 234.35 per cent in 1970s to 16 per cent in 1990s.It is
noteworthy that a high average growth rate observed during 1970s was
basically due to a very high growth rate of 1788.24 per cent during the
year 1975 - 76.
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II. Net deposits:
“Savings of the household sector in the form of net deposits consists of
deposits with commercial banks, non - banking companies comprising
financial and non - financial companies in the public and private sectors
including State Electricity Boards (SEBs), co - operative banks and
societies and trade debt (net) minus bank credit and loans and
advances to the households by these institutions”.
(National Account Statistics, 2007)
“The empirical estimates of bank deposits functions that the real bank
deposits is a positive function of real national income and the real
effective rate on bank deposits and a negative function of the relative
share of the agricultural income. The real interest rate on alternative
Financial Savings - real interest rates on deposits of indigenous banks
and real yield on the variable dividend industrial securities – seem to
have significant effects on real household bank deposits”.
(Bhattacharya, 1985)
Figure 3.17: - Net Deposits and its Growth
Net Deposits
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Figure 3.18: - Percentage share of Net Deposits in Financial Savings
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1970 - 71 to 1979 - 80
The absolute value of Net Deposits was observed to be Rs. 265 crores
in the year 1970 - 71 and increased to maximum of Rs. 2780 crores by
the year 1977 - 78, but it decreased in coming to years and was
recorded to be Rs. 1650 crores in the year 1979 - 80. The growth rate
of Net Deposits fluctuated from negative value of - 39.82 per cent in the
year 1979 - 80 to maximum of 116.60 per cent in the 1971 - 72. In the
year 1970 – 71, the percentage share of Net Deposits in Financial
Savings was observed to be 19.33 per cent, it increased to maximum
value of 42.84 per cent during the year 1974 - 75. During the rest of the
decade it kept on fluctuating and by the end of the year 1979 - 80 it
was recorded to be 27.13 per cent.
1980 - 81 to 1989 - 90
The absolute value of Net Deposits increased from Rs. 2985 crores to
Rs. 5794 crores during this decade. During the year 1988 - 89 Net
Deposits witnessed negative growth rate of - 41.84 per cent. The
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highest growth rate of 80.91 per cent was recorded in the year 1980 -
81. The years 1983 - 84 and 1985 - 86 also recorded negative growth
rate of - 20.31 per cent and - 6.22 per cent respectively.
“The composition of bank deposits has changed over the period. The
term and fixed deposits now account for nearly 75 per cent of total
bank deposits as against only 15 per cent and 10 per cent by savings
and current deposits respectively. It reflects growing confidence in
nationalized banking system”. (Bhattacharya, 1985)
1990 - 91 to 1999 - 2000
In this decade the absolute value of Net Deposits increased from Rs.
11186 crores to Rs. 57329 crores, thereby registering more than 5
times increase. The growth rate of Net Deposits varied from negative
value of - 17.39 per cent in the year 1995 - 96 to maximum of 93.06 per
cent during the year 1990 - 91. The years 1997 - 98 and 1998 - 99 also
witnessed negative growth rates of - 6.34 per cent and - 1.92 per cent
respectively. The percentage share of Net Deposits in the Financial
Savings was observed to be 22.53 per cent in the year 1990 - 91 and it
increased to peak value of 42.4 per cent during the year 1996 - 97. But
in later years it declined and in the year 1999 - 2000 it was observed to
be 27.86 per cent.
 2000 - 01 to 2003 - 04
The absolute value of Net Deposits was observed to be Rs. 72599
crores in the year 2000 - 01 and it increased to the level of Rs. 93837
crores by the end of the year 2003 - 04. The growth rate of Net
Deposits was recorded to be low at the levels of 2.26 per cent and -
6.12 per cent during the years 2001 - 02 and 2002 - 03 respectively,
while, during the year 2003 – 04, it was recorded to be 34.64 per cent.
1970 - 71 to 2003 - 04
The annual growth rate of Net Deposits fluctuated widely from a
minimum of 41.84 per cent in 1988 - 89 to a maximum value of 116.60
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per cent in the year 1971 - 72. The long term trend for growth rate of
Net Deposits is downward sloping, indicating slow down of growth rate
over the time. In absolute terms the value of Net Deposits was Rs.265
crores in 1970 - 71 and it increased continuously to Rs.93837cr by the
end of 2003 - 04. The long term trend for Net Deposits is upward
sloping, indicating significant rise in absolute value of Net Deposits.
The per cent share of Net Deposits in Financial Savings shows a slight
downward trend, indicating fall in relative share of Net Deposits in
Financial Savings over the time. The minimum value of percentage
share was recorded to be 15.25 per cent during 1989 - 90 and the
maximum value of 47.5per cent in 1977 - 78. The average calculated
values of the percentage share of Net Deposits in Financial Savings
and yearly Growth rates for the periods are as follows
Table 3.8: - Average calculated values of the percentage share of Net
Deposits in Financial Savings and yearly Growth rates
Period Average percentageshare of Net Deposits in
Financial Savings
Average growth rate of
Net Deposits
1971 – 1980 35.42 31.04
1981 – 1990 28.40 19.55
1991 – 2000 31.82 30.40
2001 – 2004 29.99 14.35
1971 – 2004 31.66 25.34
Source: Calculated from CMIE Reports
The percentage share of Net Deposits in Financial Savings fluctuated
over the decades. Its value was observed to be 35.42 per cent in
1970s and for the period 2001 – 04 it was observed to be almost 30
per cent. The average growth rate of Net deposits also fluctuated over
the decades. It was observed to be around 30 per cent in 1970s and
1990s, whereas, for 1980s and the period 2001 – 04, it was recorded
to be 19.55 per cent and 14.35 per cent respectively.
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III. Shares, Debentures and Bonds
“The household investment in shares and debentures includes
investment in shares and debentures issued by non - government non -
financial and financial companies and co - operative banks and
societies, bonds issued by public sector enterprises, units of Unit Trust
of India (UTI) and shares and debentures issued by financial
corporations other than UTI. However, investment in shares and
debentures issued by non - financial government companies are not
taken into account for want of requisite data. So far this amount can be
assumed to be negligible”.
(National Account Statistics, 2007)
“The estimated function shows that while real Household Sector
savings in corporate securities is insensitive to variable dividend
industrial securities, it is quite sensitive to return on Commercial bank
deposits. It appears that the increasing fiscal concessions on
commercial bank and post office deposits are restricting the
mobilization of the Household Sector Financial Savings by the
corporate sector”. (Bhattacharya, 1985)
Figure 3.19: - Shares and Debentures and its Growth
Shares and Debentures
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Figure 3.20: - Percentage share of Shares and Debentures in Financial
Savings
Percentage Share of  Debentres in  Financial Savings
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1970 - 71 to 1979 - 80
The absolute value of Shares and Debentures was recorded to be Rs.
94 crores in the year 1970 - 71 and it decreased to minimum value of
Rs. 26 crores in the year 1972 - 73. The maximum value of Rs. 325
crores was observed in the year 1977 – 78, but it declined to Rs. 214
crores by the end of the year 1979 - 80. The years 1974 - 75 and 1977
– 78 recorded high growth rates of 211.36 per cent and 273.56 per
cent respectively. On the other hand, a high negative growth rate of -
57.38 per cent was noticed in the year 1972 - 73. The percentage
share of Shares and Debentures in Financial Savings was observed to
be 6.86 per cent in the year 1970 – 71, but it declined to a low value of
1.22 per cent in the year 1972 - 73 and reached the peak value of 5.77
per cent in the year 1974 - 75.
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“The Private Corporate Sector has failed to attract Household Sector
Financial Savings as their securities do not enjoy tax - concessions,
low average yield rate, low liquidity due to lack of share market
facilities, volatile yield and lack of confidence on financial viability of
most companies”.(Bhattacharya, 1985)
1980 - 81 to 1989 - 90
The absolute value of Shares and Debentures was recorded to be
Rs.443 crores in the year 1980 - 81, it increased more than 10 times to
record a value of Rs.4834crores by the end of the year 1989 - 90. The
initial year of the decade witnessed an impressive growth rate of
107.01 per cent. The growth rate fluctuated throughout the decade and
low value of - 25.89 per cent was recorded in the year 1987 - 88. The
percentage share of the Shares and Debentures in Financial Savings
increased over the decade. In the year 1980 - 81 it was observed to be
5.15 per cent and by the end of the decade it reached a value of 12.72
per cent.
“The deepening and widening of capital market and the emergence of
number of financial institutions and mutual funds took place in late
eighties. This encouraged shifting of Financial Savings from bank
deposits to share and debentures”. (Bose Dhritidyuti, Ray Partha 1997)
1990 - 91 to 1999 - 2000
In this decade Shares and Debentures in absolute terms increased
from Rs. 8410 crores to Rs. 18118 crores. In between, during the year
1997 – 98, it fell to a low value of Rs. 5060 crores. The highest growth
rate of 159.09 per cent was recorded in the terminal year and the
lowest growth rate of - 51.38 per cent was observed in the year 1997 -
98. The percentage share of Shares and Debentures in the Financial
Savings was recorded to be 25.58 per cent during the year 1991 – 92,
while in the year 1997 - 98 it declined to 3.45 per cent.
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2000 - 01 to 2003 - 04
The absolute value of Shares and Debentures declined during this
period of four years from Rs. 10214 crores to Rs. 5699 crores. During
the period 2000 - 01 to 2002 – 03, growth rate remained negative. In
the year 2003 – 04, growth rate turned positive and recorded to be 3.54
per cent. The percentage share continuously declined from 4.71 per
cent to 1.81 per cent.
1970 - 71 to 2003 - 04
 During this long period, the annual growth rate showed a lot of
fluctuations. The years 1974 - 75 and 1977 - 78 were exceptional
years, as they recorded the high growth rate of 211.36 per cent and
273.56 per cent respectively. The years 1972 - 73 and 1997 - 98
witnessed the negative growth rate of - 57.38per cent and - 51.38 per
cent respectively. The long term trend shows a fall in growth rate of
Shares and Debentures over the time. The absolute value of Shares
and Debentures shows a rising long term trend. The absolute value of
Shares and Debentures witnessed a fall in the period 1994 - 95 to 1998
- 99 and during the period 1999 - 00 to 2002 - 03. The per cent share
of Shares and Debentures in Financial Savings has fluctuated from a
minimum value of 1.22 per cent in 1972 - 73 and a maximum value of
25.58 per cent in the year 1991 - 92. But by the end of 2003 – 04, per
cent shares of Shares and Debentures in Financial Savings reached a
lower level of 1.81per cent. The overall long term trend indicates the
per cent share of Shares and Debentures in Financial Savings has
increased over the time
The average calculated values of the percentage share of Shares and
Debentures in Financial Savings and yearly Growth rates for the
various periods are represented in the tabular form:-
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Table 3.9: - Average calculated values of the percentage share of Shares
and Debentures in Financial Savings and yearly Growth rates
Period
Average percentage
share of Shares and
Debentures in
Financial Savings
Average growth rate
of  Shares &
Debentures
1971 – 1980 3.54 44.15
1981 – 1990 8.20 43.54
1991 – 2000 12.50 28.70
2001 – 2004 2.93 - 23.29
1971 – 2004 7.49 31.11
Source: Calculated from CMIE Reports
The average percentage share of Shares and Debentures in Financial
Savings increased from 3.54 per cent in 1970s to 12.50 per cent in
1990s, but during the period 2001 – 04 it fell to 2.93 per cent. The
average growth rate of Shares and Debentures remained above 40 per
cent during the decades of 1970s and 1980s. During 1990s it declined
to 28.70 per cent, while in the period 2001 – 04 it turned negative.
IV. Net claims on government
“It includes investment in government securities, small savings, bearer
bonds, capital investment bonds, national rural development bonds,
national deposit scheme, compulsory deposits and other such
schemes brought out by the Government from time to time, less
households net borrowing from the Government. In the absence of
data, no corresponding estimates relating to local authorities can be
prepared”. (National Account Statistics, 2007)
“The estimated function of the real Household Sector savings in post
office deposits depends significantly on the effective rate of return on
104
post office deposits. The post office deposits do not seem to be related
to the real interest rate on indigenous bank deposits; nor is it much
sensitive to the inflation rate”. (Bhattacharya, 1985)
Figure 3.21: - Net Claims on Government and its Growth
Net  Claims on Government
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Figure 3.22: Percentage share of Net Claims on Government in Financial
Savings
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1970 - 71 to 1979 - 80
The absolute value of Net Claims on Govt. fluctuated during the
decade. It was observed to be Rs. - 12 crores in the year 1970 - 71
and by the year 1972 - 73 it reached the value of –Rs. 196 crores. It
turned positive during next year and was recorded to Rs. 434 crores,
by the year 1975 - 76 it reached a peak value of Rs. 742 crores. During
the rest of the decade it kept on fluctuating but remained positive. The
growth rate remained negative during the years 1976 - 77 and 1978 -
79 but the year 1979 - 80 witnessed a phenomenal growth rate of 1400
per cent. The percentage share of Net Claims on Govt. in Financial
Savings  increased from - 0.88 per cent in the year 1970 - 71 to
average maximum value of 18.94 per cent in the year 1975 - 76. it
fluctuated during the rest of the decade and was recorded to be 7.5 per
cent in the year 1979 - 80.
1980 - 81 to 1989 - 90
During this decade Net Claims on Govt. increased from Rs. 576 crores
to Rs. 6055 crores, thus registering more than 10 times increase.
Except the years 1982 - 83 and 1986 – 87 which witnessed negative
growth rate of - 26.87 per cent and - 17.16 per cent, during the
remaining years growth rate, remained positive. The year 1981 - 82
saw a high positive growth rate of 187.5 per cent, whereas, during the
year 1985 - 86 it was observed to be 10.38 per cent. The percentage
share of Net Claims on Govt. in Financial Savings increased from 6.9
per cent in year 1980 - 81 to 18.51 per cent in the year 1988 - 89.
“The Net Claims on Govt. increased its share in Financial Savings
during 1980s due to tax concessions offered on small Savings
schemes”. (Bose Dhritidyuti, Ray Partha 1997)
“The structure of net claims on government (small Savings) has
undergone radical change in recent years after the introduction of tax -
free national savings certificate”. (Bhattacharya, 1985)
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1990 - 91 to 1999 - 2000
The absolute value of Net Claims on Govt. fluctuated from minimum
value of Rs. 3466 crores during the year 1992 - 93 to a maximum value
of Rs. 27860 crores in terminal year of the decade. The years 1991 -
92, 1992 - 93 and 1995 - 96 witnessed negative growth rate of Net
Claims on Govt. at - 39.75 per cent, - 21.19 per cent and - 26.88 per
cent respectively. On the other hand, the year 1994 - 95 saw average
high growth rate of 105.5 per cent, whereas, by the year 1999 – 2000,
it was recorded to be 1.85 per cent. The percentage share of Net
Claims on Govt. in Financial Savings was recorded to be 14.71 per
cent and it declined to 5.3 per cent in the year 1992 - 93. It again
increased and was recorded to be 13.54 per cent during the year 1999
- 2000.
2000 - 01 to 2003 - 04
The absolute value of Net Claims on Govt. almost doubled from Rs.
37778 crores to Rs. 73364 crores during the period 2000 - 01 to 2003 -
04. The growth rate declined from 35.60 per cent in the year 2000 - 01
to 17.66 per cent in the year 2003 - 04. The percentage share of Net
Claims on Govt. in Financial Savings increased from 17.43 per cent in
the year 2000 - 01 to 23.34 per cent by the end of the year 2003 - 04.
1970 - 71 to 2003 - 04
 During this period the growth rate fluctuated wildly from minimum of -
87.2 per cent in 1976 - 77 to a maximum of 1400 per cent in 1979 -
80.The years which witnessed high positive growth rate were 1979 - 80
(1400 per cent), 1981 – 82 (187.5 per cent) and 1994 - 95 (105.5 per
cent).The years which recoded high negative growth rates were 1976 –
77 ( - 87.2 per cent), 1978 – 79 ( - 82.78 per cent) and 1991 – 92
(39.75 per cent). The long term trend of absolute value of Net Claims
on Govt. shows positive trend. It increased from - Rs.196cr in 72 - 73 to
Rs.73364cr in 2003 - 04.
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The long term trend of per cent share of Net Claims on Govt. in
Financial Savings is steeply upward sloping, indicating considerable
increase in per cent share in Financial Savings. The per cent share
was absolute terms its minimum value of - 15.63 per cent in the year
1971 - 72 and it increased to a maximum value of 24.51 per cent in
2002 - 03.
The average calculated values of percentage share of Net Claims on
Government and its yearly growth rates for the various periods are as
follows
Table 3.10: - Average calculated values of percentage share of Net
Claims on Government and its yearly growth rates
Period Average percentageshare of  Net Claims
on Govt. in Financial
Savings
Average growth rate
of  Net Claims on
Govt.
1971 - 1980  1.42 329.87
1981 - 1990 13.91  38.47
1991 - 2000 10.47  25.67
2001 - 2004 21.35  27.63
1971 - 2004 10.10  73.98
Source: Calculated from CMIE Reports
The average percentage share of Net Claims on Government in
Financial Savings was observed to be 1.42 per cent in 1970s. During
the decade of 1980s, it recorded an average value of 13.91 per cent,
while in 1990s it stood at 10.47 per cent and it increased to 21.35 per
cent during the period 2001 – 04. The average growth rate of Net
Claims on Government was recorded to be at a very high level of
329.87 per cent during the decade of 1970s due to high growth rate of
1400 per cent during the year 1979 – 80 .For the decade of 1980s the
108
value observed was 38.47 per cent, whereas, during 1990s it was
recorded to be 25.67 per cent. In the period 2001 – 04, the average
value of growth rate comes out to be 27.63 per cent.
V. Life Insurance Funds: -
“The total savings of households in the form of life insurance includes
savings through the LIC, postal life insurance, central government
group insurance scheme and state government life insurance, net of
loans and advances to households by the LIC and GIC, etc”.  (National
Account Statistics, 2007)
“The estimated functions of the real Household Sector savings in the
life insurance funds that apart from real income factors, is quite
sensitive to the own rate of return and the alternative rate of return.
Price of gold and general price level does not seem to have much
influence on the real Household Sector savings in the life insurance
funds”.(Bhattacharya,1985)
Figure 3.23: -Life Insurance Funds and its Growth
Life Insurance Funds
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Figure 3.24: - Percentage share of Life Insurance Funds in Financial
Savings
Percentage share of Life Insurance finds in Financial Savings
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Linear trend Of percentage share of Life Insurance Funds in Financial Savings
1970 - 71 to 1979 - 80
The absolute value of Life Insurance Funds was observed to be Rs.
189 crores in the year 1970 - 71 and it increased to Rs. 739 crores by
the end of the decade. During the year 1974 - 75 growth rate was
recorded to be - 1.23 per cent. In the remaining years of the decade
growth rate remained above 14 per cent and the maximum growth of
24.68 per cent was observed in the year 1976 - 77. The percentage
share of Life Insurance Funds in Financial Savings varied between a
minimum value of 9.03 per cent in the year 1973 - 74 and a maximum
of 13.89 per cent in 1971 - 72.
1980 - 81 to 1989 - 90
The Life Insurance Funds increased in absolute terms from Rs. 859
crores in the year 1980 - 81 to Rs. 4152 crores by the end of the year
1989 - 90. The growth rate remained above 11 per cent throughout the
decade but it remained high during the period 1987 - 88 to 1989 -
90.The percentage share of Life Insurance Funds in Financial Savings
remained within a range of 8 to 12 per cent.
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1990 - 91 to 1999 - 2000
The Life Insurance Funds increased in absolute terms by almost 5
times during this decade from Rs. 5338 crores to Rs. 27684 crores.
The growth rate remained above 20 per cent during most of the years
but the year 1992 - 93 saw a low growth rate of 2.16 per cent only. The
percentage share of Life Insurance Funds in Financial Savings was
recorded to be 10.75 per cent during the year 1990 - 91 and by the end
of the year 1999 - 2000 it increased to the level of 13.46 per cent.
 2000 - 01 to 2003 - 04
The absolute value of the Life Insurance Funds was recorded to be Rs.
32679 crores in the year 2000 - 01 and it increased to Rs. 48722
crores in year 2003 - 04. The growth rate turned negative in the year
2002 - 03 and was recorded to be - 12.14 per cent, whereas, it was
observed to be 41.08 per cent in the year 2001 - 02. The percentage
share of Life Insurance Funds in Financial Savings was recorded to be
18.15 per cent in the year 2001 - 02 and it declined to 15.5 per cent in
the year 2003 - 04.
1970 - 71 to 2003 - 04
The annual growth rate fluctuated between the minimum values of
- 12.14 per cent in 2002 - 03 to maximum value of 41.08 per cent in the
year 2001 - 02. The years 1988 - 89, 1993 - 94 and 2001 - 02 saw
healthy growth rate of 34.98 per cent, 35.93 per cent and 41.08 per
cent respectively. The long term trend indicates marginal improvement
in the growth rate over the time. The absolute value of Life Insurance
Funds also shows upward sloping long term trend. It increased from
Rs.189cr in 1970 - 71 to Rs.48772cr in 2003 - 04.
The per cent share of Life Insurance Funds in Financial Savings
fluctuated from a min. value of 8.13per cent in 84 - 85 to a maximum
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value of 18.15 per cent in the year 2001 - 02. The long term trend for
per cent share of Life Insurance Funds in Financial Savings is upward
rising, indicating that over the period its share has increased.
The average calculated values of percentage share of Life Insurance
Funds in Financial Savings and yearly growth rates for the various
periods are as follows
Table 3.11: - Average calculated values of percentage share of Life
Insurance Funds in Financial Savings and yearly growth rates
            Period
Average percentage
share of  Life
Insurance Funds in
Financial Savings
Average growth rate
of  Life Insurance
Funds
1971 – 1980 11.37 16.60
1981 – 1990   9.68 19.01
1991 – 2000 11.31 21.18
2001 – 2004 16.16 16.81
1971 – 2004 11.42 18.75
Source: Calculated from CMIE Reports
The average values for the percentage share of Life Insurance Funds
in Financial Savings declined from.11.37 per cent during 1970s to 9.68
per cent in 1980s. In 1990s, it increased to 11.31 per cent and during
the period 2001 – 04 it was observed to be 16 16 per cent. The
average growth rate of Life Insurance Funds increased from 16.60 per
cent in 1970s to 21.18 per cent in 1990s. The period 2001 – 04 saw an
average growth rate of 16.81 per cent.
VI. Provident and Pension funds: -
“Employees' savings in the form of Provident Fund (PF) is through PF
schemes which are either contributory or non - contributory. In the
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former scheme the employers and the employees both contribute to
the PF. The total contributions minus withdrawals plus interest credited
to PF account constitute the savings of the employees. For the purpose
of estimation employees of the following categories of
institutions/schemes have been considered: (a) Central and State
governments, (b) Local Authorities, (c) Non - financial Statutory
Corporations, (d) Financial Institutions, (e) Educational Institutions,
(f)Employees' PF Scheme, 1952, (g) Coal Mines PF Scheme,
(h)Assam Tea Plantations PF Scheme, (i) Seamen's PF scheme, (j)
Public PF Scheme, (k) Port Trusts PF Scheme and (l) Dock Labour
Boards' PF Scheme”.  (National Account Statistics, 2007)
“The real Household Sector savings in provident funds is function of
real non - agricultural income and reveals astrong interest sensitivity”.
(Bhattacharya 1985)
Figure 3.25: - Provident and pension Funds and their Growth
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Figure 3.26: -Percentage share of Provident and Pension Funds in
Financial Savings
Percent share of Provident and Pennsion Funds
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1970 - 71 to 1979 - 80
Provident and Pension Funds have continuously increased during this
decade. In the year 1970 - 71 the absolute value of Provident and
Pension Funds was observed to be Rs. 490 crores and it increased to
Rs. 1675 crores in the year 1979 - 80. The growth rate of Provident
and Pension Funds varied from - 5.39 per cent in 1976 - 77 to 32.61
per cent in the year 1973 - 74. The percentage share of Provident and
Pension Funds in the Financial Savings fluctuated from 20.38 per cent
in the year 1973 - 74 to 41.11 per cent during the year 1974 - 75. At the
end of the decade, it fell to the level of 24.65 per cent.
1980 - 81 to 1989 - 90
The absolute value of Provident and Pension Funds increased more
than 4 times from Rs. 2122 crores to Rs. 9508 crores. In the year 1980
- 81 the growth rate was observed to be 26.69 per cent, but by the year
1983 – 84, it fell to the level of 6.67 per cent. In later years of the
decade it increased and was recorded to be 28.76 per cent in the year
1987 - 88. The percentage share of Provident and Pension Funds in
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Financial Savings fell from 24.65 per cent in the year 1980 - 81 to
20.62 per cent in 1984 - 85. By the year, 1988 - 89 it increased to
27.78 per cent.
1990 - 91 to 1999 - 2000
In this decade absolute value of the Provident and Pension Funds
increased from Rs. 11155 crores in the year 1990 - 91 to Rs. 53907
crores in the year 1999 - 2000. The lowest growth rate of 4.34 per cent
was recorded in year 1995 - 96 while the highest growth rate of 43.87
per cent was observed during the year 1998 - 99. The percentage
share of Provident and Pension Funds during this decade fluctuated
from a low value of 17.74 per cent in the year 1994 - 95 to a high value
of 26.2 per cent in the year 2003 - 04.
 2000 - 01 to 2003 - 04
The Provident and Pension Funds increased from Rs. 47872 crores in
the year 2000 - 01 to Rs. 50439 crores in the year 2003 - 04. The years
2000 - 01 and 2001 - 02 witnessed negative growth rates of - 11.20 per
cent and - 2.66 per cent respectively. The percentage share of
Provident and Pension Funds in the Financial Savings fell from 22.08
per cent in the year 2000 - 01 to 16.05 per cent in the year 2003 - 04.
1970 - 71 to 2003 - 04
In this period highest and lowest values for growth rate of Provident
and Pension Funds were observed to be 43.87 per cent in 1998 - 99
and - 11.20 per cent in 2000 - 01 respectively. During the years 1974 -
75 and 1996 - 97 high growth rates of 32.61 per cent and 36.01 per
cent were observed. In the years 1976 - 77, 2000 - 01 and 2001 - 02
the negative growth rate of - 5.39 per cent, - 11.20 per cent and - 2.66
per cent were observed. The long term trend for annual growth rate is
downward sloping, indicating that growth rate has slowed over the
time.
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The absolute value of Provident and Pension Funds increased from
Rs.490 crores in 1970 - 71 to Rs.50439 crores in 2003 - 04. The
percentage share of Provident and Pension Funds in Financial Savings
has fluctuated from a minimum value of 16.05 per cent in 2003 - 04 to
the maximum value of 41.11 per cent in 1974 - 75.The long term trend
for percentage share of Provident and Pension Funds in Financial
Savings is negative; indicating that over the time share of Provident
and Pension Funds in Financial Savings has gone down.
The average calculated values of percentage share of Provident and
Pension Funds in Financial Savings and yearly growth rates for the
periods are as follows
Table 3.12: - Average calculated values of percentage share of Provident
and Pension Funds in Financial Savings and yearly growth rates
Period Average percentageshare of  Provident
and Pension Funds in
Financial Savings
Average growth rate
of  Provident and
Pension Funds
1971 – 1980 29.26 15.11
1981 – 1990 23.76 19.14
1991 – 2000 21.89 19.49
2001 – 2004 18.82 - 1.44
1971 – 2004 24.25 15.65
Source: Calculated from CMIE Reports
The average percentage share of Provident and Pension Funds in
Financial Savings was recorded to be 29.26 per cent in 1970s and by
the end of the period 2001 – 04, it fell to 18.82 per cent. The average
growth rate of Provident and Pension Funds increased from 15.11 per
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cent in 1970s to 19.49 per cent in 1990s. But, during the period 2001 -
04 it registered an average annual growth rate of – 1.44 per cent.
3.2.7: Components of Public Sector Savings: -
I. Government Administration and Departmental Enterprises
“The gross saving of government administration, quasi bodies and
departmental enterprises is defined as the excess of current receipts
over current expenditure. The current expenditure includes (i) final
consumption expenditure; (ii) interest on public debt; (iii) subsidies and
(iv) current transfer, while the receipts comprise of (i) income from
entrepreneurship and property; (ii) direct taxes; (iii) indirect taxes; and
(iv) miscellaneous receipts. The Issue Department of the RBI which is
considered to be more akin to administrative activities of the
Government is also included here”.  (National Account Statistics, 2007)
Figure 3.27: - Government Administration Savings
Government Administration Savings
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Figure 3.28: - Percentage share of Government Administration Savings
in Public Sector Savings
Percentage share of Government Administration in Public sector Savings
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1970 - 71 to 1979 - 80
The absolute value of Government Administration savings was
recorded to be Rs. 666 crores during the year 1970 - 71 and it
increased to Rs. 2845 crores by the end of the year 1979 - 80. The
years 1971 - 72, 1972 - 73 and 1977 - 78 saw negative growth rates of
- 5.26 per cent, - 0.95 per cent and - 0.60 per cent respectively. The
highest growth rate of 69.76 per cent was recorded in the year 1975 -
76. The percentage share of Government Administration savings in
Public Sector savings was observed to 49.59 per cent in the year 1970
- 71 and in the year 1975 – 76, it reached to a peak value of 64.63 per
cent. In the terminal year of the decade it was recorded to be 54.44 per
cent.
1980 - 81 to 1989 - 90
The Government Administration savings in absolute terms was
recorded to Rs. 4083 crores in the year 1981 - 82, it decreased there
on and was recorded to be only Rs. 15 crores in the year 1985 - 86. In
the later years it turned negative and was recorded to –Rs. 10903
crores in the year 1989 - 90. Except the year 1981 – 82, which
118
recorded positive growth rate of 44.07 per cent, during the rest of the
years from 1980 - 81 to 1985 - 86 growth rates remained negative. The
year 1984 - 85 saw negative growth rate of - 92.76 per cent. The
percentage share of Government Administration savings in Public
Sector savings decreased continuously, but remained positive up to the
year 1985 - 86. The year 1985 - 86 witnessed a low positive growth
rate of 0.17 per cent. The percentage share of Government
Administration savings in Public Sector savings was recorded to be -
21.76 per cent and it deteriorated to - 133.30 per cent by the end of the
decade.
1990 - 91 to 1999 - 2000
The absolute value of Government Administration savings remained
negative throughout the decade and it decreased significantly. During
the year 1990 - 91 it was recorded to be –Rs. 14134 crores and by the
end of the decade it fell to –Rs. 96151 crores. The percentage share of
Government Administration savings in Public Sector savings remained
negative and fluctuated between - 91.49 per cent in the year 1991 - 92
to - 516.15 per cent in the year 1998 - 99.
 2000 - 01 to 2003 - 04
The absolute value of Government Administration savings was
recorded to be – Rs. 137772 crores in the year 2001 - 02 and it
improved to – Rs. 118744 crores. The percentage share of
Government Administration savings in Public Sector savings fell
drastically from - 233.92 per cent in the year 2000 - 01 to - 1259.35 in
the year 2003 - 04.
1970 - 71 to 2003 - 04
The absolute value of savings by Government Administration increased
from Rs.66 crores in 1970 - 71 to Rs.4083 crores in 1981 - 82. But from
the year 1982 - 83 the downward trend started and by the year 1986 -
87 absolute value turned negative.  From the year 1997 - 98 to 2001 -
02 the absolute value fell sharply from –Rs.42515cr to –Rs.137772
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crores. The long term trend clearly indicates sharp downward
movement in absolute value. “Since 1983 – 84 the Public Sector
Savings as per cent of GDP has decreased significantly basically due
to negative Government Administration savings. During the year 1984 -
85 Government Administration savings as per cent of GDP was
recorded to be – 0.10 per cent of GDP and by the year 1993 - 94 it fell
to the level of – 3.30 per cent of GDP”. (Bose Dhritidyuti, Ray Partha
1997) ..The annual growth rate was 69.76 per cent, 54.01 per cent and
44.07 per cent during the years 1972 - 73, 1973 - 74 and 1980 - 81
respectively. During the year 1982 - 83 annual growth rate was
recorded to be - 20.50 per cent and by the end of the year 1984 – 85, it
became - 92.76 per cent. The long term trend indicates fall in annual
growth rate of savings by Government Administration. The percentage
share of Government Administration in Public Sector Savings was
49.59 per cent in 1970 - 71 and it peaked to 57.50 per cent in 1980 -
81. But after that, it decreased continuously and become almost zero
per cent in 1985 - 86. In the year 1998 – 99, it stood at the value of -
516.15 per cent and in 2003 - 04 it reached - 1259.35per cent. The
long term trend indicates significant fall in percentage share of
Government Administration in Public Sector Savings.
Table 3.13: - Average calculated values of Government Administration
Savings in Public Sector Savings and yearly growth rates
Period
Average percentage
share of  Government
Administration in
Public Sector Savings
Average growth rate
of  Government
Administration
savings
1971 – 1980 53.10 20.09
1981 – 1990 - 12.18 - 34.60
1991  2000 - 249.65 -
2001 – 2004 - 547.46 -
1971 – 2004 - 125.80 - 1.78
Source: Calculated from CMIE Reports
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The average percentage share of Government Administration in Public
Sector savings was observed to be 53.10 per cent in 1970s. It turned
negative during 1980s and recorded a value of – 12.18 per cent but it
deteriorated extensively during 1980s and recorded an average value
of - 49.65 per cent. The period 2001 – 04 witnessed further decline in
percentage share of Government Administration to – 547.46 per cent.
The decade of 1970s saw an average growth rate of 20.09 per cent,
while in 1980s growth rate turned negative and was observed to be –
34.60 per cent.
II. Departmental Enterprises: -
Figure 3.29: - Departmental Enterprises Savings and its Growth1
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Figure 3.30: - Percentage share of Departmental Enterprises in
PublicSectorSavings
Percent share of Departmental Enterprises in Public Sector Savings
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1970 - 71 to 1979 - 80
During this decade absolute value of savings by the Departmental
Enterprises increased from Rs. 281 crores in year 1970 - 71  to  Rs.
726 crores in the year 1979 - 80. During the years 1972 - 73, 1973 - 74
, 1978 - 79 and 1979 - 80 the growth rate remained negative and was
recorded to be - 6.89 per cent, - 39.23 per cent, - 4.46 per cent and -
0.27 per cent respectively. The highest positive growth rate of 80.28
per cent was observed during the year 1976 - 77. The percentage
share of Departmental Enterprises in Public Sector savings was
recorded to be 24.22 per cent during the year 1971 - 72 and it
decreased to 8.04 per cent in the year 1974 - 75. At the end of the
decade it was observed to be 13.89 per cent.
1980 - 81 to 1989 - 90
In this decade the absolute value of Departmental Enterprises savings
increased significantly from Rs. 245 crores in the year 1980 - 81 to Rs.
2999 crores during the year 1989 - 90. Except the year 1980 - 81 that
witnessed the negative growth rate of - 66.25 per cent during the rest
of the decade growth rate remained positive. The growth rate
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fluctuated from 5.29 per cent in the year 1986 - 87 to 93.85 per cent
during the year 1985 - 86. The percentage share of Departmental
Enterprises savings in Public Sector savings increased from 4.41 per
cent in the year 1981 - 82 to 36.67 per cent during the year 1989 - 90.
1990 - 91 to 1999 - 2000
The absolute value of Departmental Enterprises savings increased
from Rs. 3664 crores in the year 1990 - 91 to Rs. 11099 crores in the
year 1999 - 2000. The percentage share of Departmental Enterprises
savings fluctuated from minimum of 34.20 per cent in the year 1991 -
92 to the maximum value of 136.11 per cent in the year 1993 - 94. The
growth rate of Departmental Enterprises savings varied from - 3.01 per
cent in the year 1998 - 99 to 48.76 per cent in the year 1993 - 94.
 2000 - 01 to 2003 - 04
The absolute value of Departmental Enterprises savings was recorded
to be Rs. 4905 crores during the year 2000 - 01 and it decreased to Rs.
2417 crores by the end of the year 2003 - 04. The growth rate
fluctuated widely from - 88.22 per cent in the year 2001 - 02 to 437.02
per cent in the year 2002 - 03. The percentage share fluctuated from
0.93 per cent in the year 2001 - 02 to 25.63 per cent in the year 2003 -
04.
1970 - 71 to 2003 - 04
After the initial fluctuations, absolute value of savings by Departmental
Enterprises increased sharply and consistently, especially after year
1984 - 85. The all time high value of Rs.11099 crores was recorded in
the year 1999 - 2000 and after that sharp fall was noticed. In the year
2001 - 02 absolute value was merely Rs.78 crores
The years 1976 - 77, 1982 - 83, and 1985 - 86 recorded growth rate of
80.28 per cent, 86.83 per cent and 93.85 per cent respectively. .The
years 1980 - 81, 2000 - 01 and 2001 - 02 recorded negative  growth
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rate of - 66.25per cent, - 55.81per cent and - 88.22per cent
respectively .
The long term trend for per cent share is also positive which indicates
that per cent share of Departmental Enterprises in Public Sector
Savings has increased over the time. Per cent share was highest at
136.11per cent during the year 1993 - 94 and it was lowest 0.93per
cent in 2001 - 02.
The average calculated values of percentage share of Departmental
Enterprises in Public Sector savings and yearly growth rates for the
various periods are as follows:
Table 3.14: - Average calculated values of percentage share of Depart -
mental Enterprises in Public Sector savings and yearly growth rates
Period
Average percentage
share of
Departmental
Enterprises in Public
Sector  Savings
Average growth rate
of  Departmental
Enterprises in
Financial Savings
1971 – 1980 15.50 15.96
1981 – 1990 16.23 25.20
1991 – 2000 58.01 15.02
2001 – 2004 12.08 67.71
1971 – 2004 27.82 24.75
Source: Calculated from CMIE Reports
The average percentage share of Departmental Enterprises in Public
Sector savings increased from 15.50 per cent in 1970s to 58.01 per
cent during 1990s. But the period 2001 – 04 witnessed a fall in
percentage share to 12.08 per cent. The average annual growth rates
of Departmental Enterprises savings were observed to be 15.96, 25.20
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and 15.02 per cent respectively for the decades of 1970s, 1980s and
1990s. The growth rate during the period 2001 – 04 was observed to
be at a high value of 67.71 per cent.
III. Non - Departmental Enterprises : -
The non - departmental enterprises comprise government companies,
statutory corporations and port trusts. The gross savings of the non -
departmental enterprises (except the LIC and the Issue Department of
the RBI) is estimated from the results of the analysis of annual
accounts of these companies and corporations. The gross savings is
obtained as an aggregate of transfers of certain reserves, profits and
retained earnings from profit and loss and appropriation accounts to
the balance sheet, duly adjusted for expenditure/income relating to
previous years.
a) Government Enterprise
Figure 3.31: - Government Enterprise Savings
Savings of Government Enterprises
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Figure 3.32: Percentage share of Government Enterprise Savings in
Public Sector Savings
Percentage share of Govt. Ent. in Public Sector Savings
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1970 - 71 to 1979 - 80
The absolute value of savings by Government Companies stood at Rs.
153 crores in the year 1970 - 71 and it increased to Rs. 439 crores by
the end of decade. During the years 1975 - 76 and 1977 - 78 the
growth rate remained negative at - 40.43 per cent and - 51.32 per cent
respectively. The highest growth rate of 88.69 per cent was recorded in
the year 1976 - 77. The percentage share of savings by Government
Companies in Public Sector savings fluctuated from minimum value of
4.64 per cent in the year 1977 - 78 to a maximum value of 14.50 per
cent during the year 1973 - 74.
1980 - 81 to 1989 - 90
The absolute value of savings by Government Companies increased
significantly from Rs. 550 crores to Rs. 5992 crores during the decade.
During the year 1983 – 84, negative growth rate of - 14.20 per cent
was observed while the high growth rate of 72.63 per cent was
observed in the corresponding year.  The percentage share increased
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from 11.16 per cent in the year 1980 - 81 to 73.26 per cent by the end
of the year 1989 - 90.
1990 - 91 to 1999 - 2000
The absolute value of savings by the Government Companies was
observed to be Rs. 5671 crores in the year 1990 - 91 and it increased
to Rs. 29959 crores by the end of the decade. The growth rate
fluctuated from - 5.36 per cent in the year 1990 - 91 to 91.58 per cent
during the year 1994 - 95. The percentage share fluctuated from 56.99
per cent in the year 1991 - 92 to 188.72 per cent in the year 1993 - 94.
 2000 - 01 to 2002 - 03
The absolute value of savings by Government Companies was
recorded to be Rs. 35397 crores in the year 2000 - 01 to Rs. 51740
crores during the year 2002 - 03. The growth rate increased from 18.15
per cent to 21.72 per cent during this period. The percentage share of
savings by the Government Companies increased from 73.19 per cent
to 194.13 per cent in this period.
1970 - 71 to 2002 - 03
The absolute value of savings by Government Companies remained
positive throughout. The long term trend of savings by Government
Companies is positive .After the year 1984 – 85, the savings by
Government Companies increased sharply. In the year 1970 – 71, the
absolute value was Rs.153 crores and by the end of year 2002 - 03 it
reached Rs.51740 crores. The years 1976 - 77, 1979 - 80, 1984 - 85
and 1994 - 95 recorded the growth rate of 88.69 per cent, 80.66 per
cent, 72.63 per cent and 91.58 per cent respectively. The years 1975 -
76 and 1977 - 78 recorded the values of - 40.43 per cent and - 51.32
per cent respectively. The percentage share of Government
Companies in Public Sector Savings shows long term upward trend. In
1970 - 71 percentage share was 11.39 per cent, then it decreased to
4.64 per cent in 1977 - 78 and once again it increased and recorded a
value of 188.72 per cent in 93 - 94. Finally, it ended at a level of 194.13
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per cent in 2002 - 03.The average calculated values of percentage
share of Government Enterprise Savings and yearly growth rates for
the various periods are as follows:
Table 3.15: - Average calculated values of percentage share of
Government Enterprise Savings and yearly growth rates
Period
Average percentage
share of  Government
Enterprise Savings in
Public Sector
Savings
Average growth rate
of  Government
Enterprise Savings
1971 – 1980   9.77 22.21
1981 – 1990  28.46 32.21
1991 – 2000 116.44 19.80
2001 – 2004 111.99 19.98
1971 – 2004   57.05 24.37
Source: Calculated from CMIE Reports
The percentage share of Government Enterprise in Public Sector
savings was observed to be at 9.77 per cent in 1970s. In 1980s, it
increased to 28.46 per cent, while during 1990s and the period 2001 –
04, it recorded a high value of 116.44 per cent and 111.99 per cent
respectively. Thus, the average value of percentage share of
Government Enterprise in public sector Savings showed
phenomenonal improvement, especially in the post reform period. The
growth rate of Departmental Enterprises savings was relatively higher
in 1980s when it was above 30 per cent mark ,whereas, during other
periods it remained near to 20 per cent. It is noteworthy that although
the growth rate of savings by Government Enterprises was high in pre
reform period but its share in Public Sector savings was low, whereas,
in post reform period the growth rate was relatively low but the
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percentage share increased tremendously. This is indicative of the fact
that the other components of Public Sector Savings might have
deteriorated significantly during the post reform period.
b) Statutory Corporations
Figure 3.33: - Statutory Corporations Savings and its Growth
Savings of Statutory Corporations
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Figure 3.34: - Percentage share of Statutory Corporations Savings in
Public Sector Savings
Percentage share of Statutory Corporations in Public Sector Savings
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1970 - 71 to 1979 - 80
The absolute value of savings of Statutory Corporations was observed
to be Rs. 243 crores and it increased to Rs. 1216 crores by the end of
the decade. The terminal year of the decade recorded negative growth
rate of - 5.81 per cent otherwise throughout the decade growth rate
remained positive. It fluctuated between 5.76 per cent in the year 1971
- 72 to 50.12 per cent during the year 1974 - 75. The percentage share
of savings of Statutory Corporations in the Public Sector savings
increased from 18.09 per cent in the year 1970 - 71 to 25.77 per cent in
the year 1979 - 80.
1980 - 81 to 1989 - 90
During this decade the absolute value of savings of Statutory
Corporations increased from Rs. 1300 crores to Rs. 10091 crores. The
growth rate fluctuated from 6.91 per cent in the year 1980 - 81 to 74.85
per cent in the year 1981 - 82. The percentage share of Statutory
Corporations in Public Sector savings increased significantly from
26.37 per cent in the year 1980 - 81 to 123.38 per cent in the terminal
year of the decade.
1990 - 91 to 1999 - 2000
The savings of Statutory Corporations in absolute terms increased from
Rs. 11078 crores to Rs. 35044 crores. The years 1992 - 93 and 1994 -
95 witnessed negative growth rate of - 12.80 per cent and - 4.78 per
cent respectively. The highest growth rate of 38.30 per cent was
observed during the year 1998 - 99. The percentage share of Statutory
Corporations in Public Sector savings fluctuated from 65.16 per cent in
the year 1995 - 96 to 252.12 per cent during the year 1993 - 94.
 2000 - 01 to 2002 - 03
The absolute value of savings of Statutory Corporations increased from
Rs. 24462 crores to Rs. 44845 crores during this period. In the year
2000 - 01 the negative growth rate of - 30.20 per cent was observed,
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while, following two years it was recorded to be 33.98 per cent and
36.83 per cent. The percentage share increased from 50.58 per cent to
168.26 per cent in this period.
1970 - 71 to 2003 – 04
The absolute value of savings by Statutory Corporations remained
positive throughout. In 1970 – 71, the absolute value of savings by
Statutory Corporations was Rs. 243cr and it reached the value of
Rs.44845cr by the end of 2002 - 03. During the years 1974 - 75, 1976 -
77 and 1981 – 82, the growth rates recorded were: 50.12 per cent,
49.18 per cent and 74.85 per cent respectively. During the years 1992 -
93 and 2001 - 02 the negative growth rate of - 12.80per cent and -
30.20 per cent were recorded. The percentage share of Statutory
Corporations in Public Sector Savings fluctuated widely in this whole
period. In 1970 – 71, the percentage share was 18.09 per cent and it
reached a peak value of 252.12per cent in 1993 - 94. Finally, during
2002 - 03 it was recorded to be 168.26per cent. The long term trend is
positive which indicates that the gradually per cent share of Statutory
Corporations in Public Sector Savings has improved. The average
calculated values for the various periods are as follows:
Table 3.16: - Average calculated values of percentage share of Statutory
Corporations Savings and yearly growth rates
Period
Average percentage
share of  Statutory
Corporations in
Public Sector savings
Average growth rate
of savings of
Statutory
Corporations
1971 – 1980  21.61 20.88
1981 – 1990  67.49 24.83
1991 – 2000 135.18 14.34
2001 – 2004  67.94 13.53
1971 – 2004  73.96 19.38
Source: Calculated from CMIE Reports
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The average percentage share of Statutory Corporations in Public
Sector savings was 21.61 per cent during 1970s. It increased to 135.18
per cent during 1990s, but during the period 2001 – 04, it fell to almost
68 per cent. Thus, the percentage share of Statutory Corporations in
public Sector Savings has improved over the time and has become
significant in post reform period. The average growth rate of savings by
Statutory Corporations was recorded to be 20.88 per cent in 1970s.The
highest average annual growth rate was observed during 1980s when
the value observed was 24.83 per cent. For the periods 1990s and
2001 – 04 the values observed were 14.34 and 13.53 per cent
respectively.
3.2.8.Components of Private Corporate Sector: -
As discussed earlier, over the period of time, especially, in post reform
period the savings of Private Corporate Sector has increased
remarkably. It would be a worthy exercise on the behalf of the
researcher to analyse the the compositional change in Private
Corporate Savings  in India, over a long period.
I. Non - government non - financial companies
“The gross savings of public and private limited companies has been
taken as equivalent to the retained profits (excluding non - operating
surplus/deficit) gross of depreciation provision. The non - operating
surplus/deficit comprises (a) profit/loss on account of (i) sale of fixed
assets, investments etc., (ii) revaluation/devaluation of foreign
currencies, (b) provision no longer required, written back, (c) insurance
claims realised, and (d) income or expenditure relating to the previous
year and such other items of non - current nature”.
(National Account Statistics, 2007)
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Figure 3.35: - Savings by Non Financial Companies and its Growth
Savings of Non financial Companies
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Figure 3.36: - Percentage share of Non-Financial Companies in Private
Corporate Sector savings
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Corporate scetor
50
60
70
80
90
100
1970
-71
1972
-73
1974
-75
1976
-77
1978
-79
1980
-81
1982
-83
1984
-85
1986
-87
1988
-89
1990
-91
1992
-93
1994
-95
1996
-97
1998
-99
2000
-01
2002
-03
Years
Per
cen
tag
e sh
are
Percentage share of Non Financial Companies in Private Corporate Sector
Linear (Percentage share of Non Financial Companies in Private Corporate Sector)
133
1970 - 71 to 1979 - 80
The absolute value of the savings of Non Financial Companies was
observed to be Rs.589 crores in the year 1970 - 71 and it increased to
Rs.1324 crores by the end of the year 1974 - 75. During the year 1975
- 76 it fell to a level of Rs.928 crores and later on increased to Rs.2116
crores by the end of the decade. The growth rate of savings of Non
Financial Companies fluctuated from - 29.91 per cent in the year 1975 -
76 to 53.67 per cent in the year 1979 - 80. The percentage share of
savings of Non Financial Companies in Private Corporate Sector
savings was observed to be 87.65 per cent in the year 1970 - 71, it
increased to 90.38 per cent by the end of the year 1974 - 75. The year
1975 - 76 saw a sudden fall in percentage share to 85.69 per cent. It
increased to the level of 88.24 per cent at the end of the year 1979 -
80.
1980 - 81 to 1989 - 90
The absolute value savings of Non Financial Companies was
registered to be Rs.2063 crores in the year 1980 - 81 and by the end of
the decade it reached the value of Rs.10925 crores. In this decade,
during the years 1980 - 81 and 1986 - 87 the growth rate remained
negative and was observed to be - 2.5 per cent and - 4.40 per cent
respectively. The highest positive growth rate of 53.08 per cent was
witnessed in the year 1988 - 89. The percentage share of savings of
Non Financial Companies in the Private Corporate Sector savings was
observed to be 88.20 per cent in the year 1980 - 81 and it increased to
92.71 per cent during the year 1988 - 89.
1990 - 91 to 1999 - 2000
In absolute terms the value of savings of Non Financial Companies
increased from Rs.12849 crores to Rs.74495 crores during the decade.
Except the year 1992 - 93 which recorded negative growth rate of -
0.81 per cent, during all the years’ growth rate remained positive. The
highest growth rate of 70.84 per cent was observed in the year 1995 -
134
96. The percentage share of Non Financial Companies in Private
Corporate Sector savings varied within the range of 79.80 per cent to
88.34 per cent during the decade.
 2000 - 01 to 2003 - 04
The absolute value of savings by the Non Financial Companies
increased from Rs.83128 crores in the year 2000 - 01 to Rs.103468
crores in the year 2003 - 04. The year 2001 - 02 witnessed negative
growth rate of - 10.88 per cent while growth rate of 21.01 per cent was
recorded during the year 2003 - 04. The percentage share decreased
from 96.5 per cent in the year 2000 - 01 to 90.64 per cent in the year
2003 - 04.
1970 - 71 to 2003 - 04
The absolute value of savings by Non Financial Companies increased
from Rs.676cr in 1970 - 71 to Rs.1324 crores in 1974 - 75 and to
Rs.5139 crores in 1987 - 88. By the end of the year 2003 - 04 it was
observed to be Rs.103468 crores. The absolute value increased
rapidly after 1987 - 88. The long term trend is positive.
The growth rate of savings by Non Financial Companies shows a little
improvement over the time. The minimum growth rate of - 29.91 per
cent was recorded in the year 1977 - 78 and a maximum value was
observed to be 70.84 per cent in 1997 - 98. The percentage share of
Non – Financial Companies in Private Corporate Savings fluctuated
over the period but no major change was observed over the long
period.
The average calculated values of percentage share of savings by Non
Financial Companies and yearly growth rates for the various periods
are represented in the tabular form: -
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Table 3.17: - Average calculated values of percentage share of savings
by Non Financial Companies and yearly growth rates
Period
Average percentage
share of  Non
Financial Companies
in Private Corporate
Sector savings
Average growth rate
of  savings by Non
Financial Companies
1971 – 1980 87.01 17.68
1981 – 1990 88.93 19.09
1991 – 2000 85.23 23.03
2001 – 2004 92.30 9.28
1971 – 2004 87.67 18.71
Source: Calculated from CMIE Reports ;
The average percentage share of Non Financial Companies in Private
Corporate Sector savings varied between 85 per cent and 89 per cent
during the decades of 1970s, 1980s and 1990s. But during the period
2001 – 04 it increased to 92.30 per cent. The average annual growth
rate increased from 17.68 per cent in 1970s to 23.03 per cent in 1990s.
In the period 2001 – 04 it was observed to be 9.28 per cent.
II. Financial Companies: -
Private commercial banks:
“The savings of private commercial banks is estimated as addition to
the reserve funds. The transfers to reserve funds include net amount
carried to reserves, depreciation provision, amount allocated for other
special purposes and amount carried forward to next year's account
net of surplus/deficit of the previous year brought forward”. (National
Account Statistics, 2007)
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Private financial and investment companies:
“The savings of financial and investment companies are estimated on
the basis of RBI studies on performance of financial and investment
companies following the same procedure as relating to non - financial
companies. The RBI studies do not cover ICICI and HDFC in their
analysis. To complete the coverage, the savings of ICICI and HDFC is
estimated from their annual reports and added to the savings estimated
from RBI studies to arrive at the savings of non - government financial
companies”.  (National Account Statistics, 2007)
Figure 3.37: - Savings of Financial Companies and its Growth
Savings of Financial Co.s
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Figure 3.38: - Percentage share of Savings by Financial Companies in
Private Corporate Sector savings
Percentage share of Financial Co.s in Private Corporate Savings
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1970 - 71 to 1979 - 80
The savings of Financial Companies during the year 1970 - 71 was
recorded to be Rs.15 crores and by the end of the decade it reached a
value of Rs.36 crores. During the years 1972 - 73 and 1977 - 78
negative growth rate of - 30 per cent and - 14.63 per cent was
observed, while no growth was recorded during the years 1973 - 74
and 1979 - 80. The percentage share of savings of Financial
Companies in savings by Private Corporate Sector fluctuated from 1.23
per cent in the year 1974 - 75 to 3.47 per cent in the year 1976 - 77.
1980 - 81 to 1989 - 90
The absolute value of savings of Financial Companies increased
significantly from Rs.30 crores in the year 1980 - 81 to Rs.557 crores
during the year 1989 - 90. The growth rate fluctuated from minimum of
- 24.76 per cent in the year 1984 - 85 to average maximum value of
98.73 per cent during the year 1985 - 86. During most of the years
growth rate remained high. The percentage share of savings by
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Financial Companies in savings by Private Corporate Sector increased
from 1.28 per cent in the year 1980 - 81 to 5.17 per cent by the year
1988 - 89.
1990 - 91 to 1999 - 2000
During this decade savings by Financial Companies has risen from
Rs.999 crores to Rs.6801 crores. The growth rate of savings by
Financial Companies varied from - 27.39 per cent in the year 1996 - 97
to 75.37 per cent during the year 1994 - 95. The percentage share of
Financial Companies in Private Corporate Sector savings increased
from 6.59 per cent in the year 1990 - 91 to 14.13 per cent by the year
1995 - 96. In the year 1999 - 2000 it was recorded to be 8.06 per cent.
 2000 - 01 to 2003 - 04
During the year 2000 – 01, the absolute value of savings by Financial
Companies drastically fell to a low value of – Rs.243 crores but it
increased to Rs.6297 crores by the end of decade. During the years,
2002 - 03 and 2003 - 04 growth rate observed were 41.03 per cent and
30.86 per cent respectively. The percentage share of savings by
Financial Companies in Private Corporate Sector savings was
recorded to be - 0.28 per cent in the year 2000 - 01 and it increased to
5.52 per cent in the year 2003 - 04.
1970 - 71 to 2003 - 04
The annual growth rate has increased over the time. The annual
growth rate saw lot of fluctuations during the period 1970 - 2004.The
negative growth rate of – 30 per cent was observed during the year
1973 – 74, while the highest growth rate of 98.73 per cent was
recorded in the year 86 - 87.
The absolute value of savings by Financial Companies was Rs.15
crores in the year 1970 - 71.The absolute value of savings by Financial
Companies increased rapidly after 1987 - 88. It increased to Rs.8108cr
in the year 1995 - 96. After 1995 – 96, it declined and reached a level
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of –Rs.243cr in 2000 - 01. By the end of the year 2003 – 04, it
increased to Rs.6297 crores
The long term trend for percentage share of Financial Companies in
Private Corporate savings is positive. The percentage share of
Financial Companies in Private Corporate savings remained relatively
high from 1992 - 2000. The minimum value of - 0.28 per cent was
recorded in 2000 - 01 and maximum value of 14.13 per cent was
observed in 94 - 95.The average calculated values of percentage share
of savings by Financial Companies and yearly growth rate for the
various periods are as follows:
Table 3.18: - Average calculated values of percentage share of savings
by Financial Companies and yearly growth rate
Period
Average percentage
share of  Financial
Companies in Private
Corporate Sector
savings
Average growth rate
of Savings by
Financial Companies
1971 – 1980 2.12 13.55
1981 – 1990 3.14 36.84
1991 – 2000 9.79 33.34
2001 – 2004 3.63 35.94
1971 – 2004 4.85 28.89
Source: Calculated from CMIE Reports
 The average percentage share of Financial Companies in Private
Corporate Sector savings increased from 2.12 per cent in 1970s to
9.79 per cent in 1990s. In the period 2001 – 04, it was observed to be
3.63 per cent. The average annual growth rate of savings by Financial
Companies remained above 30 per cent, except the decade of 1970s
when it was observed to be 13.55 per cent.
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III. Co - operative Banks and Societies: -
Figure 3.39: - Savings of Co - operative Banks and Societies and its
Growth
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Figure 3.40: - Percentage share of savings of Co - operative Banks and
Societies in Private Corporate Sector savings
Percentage share of Co - operative banks and Societies in  Private
Corporate Savings
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1970 - 71 to 1979 - 80
The absolute value of savings by Co - operative Banks and Societies
stood at Rs. 68 crores during the year 1970 - 71. It increased almost 4
times to record a value of Rs. 246 crores by the end of the decade. The
growth rate remained positive throughout the decade and it fluctuated
from minimum of 2.93 per cent in the year 1979 - 80 to maximum of
33.70 per cent during the year 1974 - 75. The percentage share of
savings by Co - operative Banks and Societies in Private Corporate
Sector savings fluctuated from 8.40 per cent in the year 1974 - 75 to
14.47 per cent in the year 1978 - 79.
1980 - 81 to 1989 - 90
In this decade absolute value of savings by Co - operative Banks and
Societies increased from Rs. 246 crores in the year 1980 - 81 to Rs.
545 crores during the year 1987 - 88. But it fell to Rs. 180 crores next
year and in the terminal year it was recorded to be Rs. 363 crores. The
growth rate remained negative during the years 1983 - 84 and 1988 -
89 at the levels of - 2.97 per cent and - 66.97 per cent respectively.
The highest positive growth rate of 101.67 per cent was observed in
the year 1989 - 90. The percentage share of savings by Co - operative
Banks and Societies in Private Corporate Sector savings decreased
from 10.52 per cent in the year 1980 - 81 to 2.12 per cent by the end of
the year 1988 - 89.
1990 - 91 to 1999 - 2000
The absolute value of savings by Co - operative Banks and Societies
was recorded to be Rs. 1316 crores in the year 1990 - 91 and it
increased to Rs. 3033 crores by the end of the year 1999 - 2000. The
growth rate fluctuated from minimum of - 40.48 per cent in the year
1992 - 93 to maximum of 262.53 per cent in the year 1990 - 91. The
percentage share fluctuated from 3.35 per cent in the year 1996 - 97 to
8.68 per cent in the year 1990 - 91.
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2000 - 01 to 2003 - 04
The absolute value of savings by the Co - operative Banks and
Societies was recorded to be Rs. 3257 crores in the year 2000 - 01 and
by the end of the year 2003 - 04 it reached the value of Rs. 4392
crores. The growth rate increased from 7.39 per cent in the year 2000 -
01 to 11.16 per cent in the year 2003 - 04. The percentage share of
savings by Co - operative Banks and Societies in Private Corporate
Sector savings remained around 4 per cent during this period.
1970 - 71 to 2003 - 04
The absolute value of savings by Co - operative Banks and Societies
stood at Rs.68 crores in 1970 - 71 and it reached the level of Rs.4392
crores in 2003 - 04.The long term trend of savings by Co - operative
Banks and Societies indicate sharp increased in savings over the time.
.During the period 1970 - 71 to 2003 - 04 the lowest growth rate was
- 66.97per cent in the year 1988 – 89, whereas, the highest growth rate
was observed to be 262.53 per cent in 1990 - 91. The years 1989 - 90
and 1993 - 94 recorded high growth rates of 101.67 per cent and 76.42
per cent, whereas, the year 1992 - 93 recorded a negative growth rate
of - 40.48per cent.
The long term trend indicates decreasing percentage share of Co -
operative Banks and Societies in Private Corporate savings over the
time. The percentage share was 10.12 per cent in 1970 - 71 and it
increased to 14.47 per cent in 1978 - 79. But later on, percentage
share fell sharply. In the year 1988 – 89, it reached an all time low level
of 2.12 per cent and by the end of 2003 - 04 it stood at 4.19 per cent.
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The average calculated values of percentage share of Co - operative Banks
and Societies in Private Corporate Sector savings and yearly growth rates for
the various periods are as follows:
Table 3.19: - Average calculated values of percentage share of Co -
operative Banks and Societies in Private Corporate Sector savings and
yearly growth rates
Period
Average percentage
share of  Co -
operative Banks &
Societies in Private
Corporate Sector
savings
Average growth rate
of  Co - operative
Banks & Societies
1971 – 1980 10.86 15.86
1981 – 1990 7.91 12.33
1991 – 2000 4.96 39.14
2001 – 2004 4.06 9.70
1971 – 2004 7.46 21.10
Source: Calculated from CMIE Reports
The average percentage share of Co - operative Banks and Societies
in Private Corporate Sector Savings was observed to be 10.86 per cent
in 1970s, but during the later periods the average value of percentage
share fell and for the period 2001 – 04 it was recorded to be at all time
low value of 4.06 per cent. Thus, over the decades the share of Co-
operative Banks and Societies in private Corporate Savings witnessed
a significant fall. The average value of annual growth rate was
observed to be highest during 1990s at the level of 39.14 per cent,
while the period 2001 - 04 witnessed lowest average annual growth
rate of 9.70 per cent.
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3.2.9 Summing up
I. .GDS and its Components:
Table 3.20: - Behaviour of GDS and its components (measured in terms
of percentage of GDP)
GDS and its components (as percentage of GDP )
1970s 1980s 1990s 2001 - 04
Gross Domestic
Savings 17.5 19.39 23.14 25.27
Household
Sector Savings 12.2 14.6 18.44 22.97
Private Corporate
Sector Savings 1.55 1.76 3.7 3.91
Public Sector
Savings 3.73 3.02 0.99 - 2.58
Source: Calculated from CMIE Reports
             The GDS rate has gradually increased from 14.56 per cent to 28.13
per cent in the span of 34 years. The GDS rate on average decadal
basis increased from 17.5 per cent in 1970s to 25.27 per cent during
the period 2001 - 04. The major contribution to this increase has
come from Household Sector. The Household Sector savings as
percentage of GDP has increased to 22.97 per cent on average basis
and its share in GDS has increased above 90 per cent during the
period 2001 - 04. Over the years contribution from Private Corporate
Sector has also increased and the long term linear trend clearly
indicates rise in percentage share of Private Corporate savings in
GDS. The Public Sector contribution to GDS has declined over the
decades and lately it has become a drag on GDS with negative
contribution. The percentage share of Public Sector Savings in GDS
showed improvement in initial period and it peaked during the year 76
- 77, but after that till 2001 - 02 there has been a declining trend.
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II. Household Sector Savings and its components: -
Table 3.21: - Behaviour of Components of Household Sector Savings
Components of Household Sector Savings
(as  percent cent of Household Sector Savings)
1970s 1980s 1990s 2001 - 04
Physical
Savings 63.00 53.24 45.80 52.87
Financial
Savings 37.00 46.76 54.20 47.13
Components of Financial Savings
(as  per cent of Financial Savings)
1970s 1980s 1990s 2001 - 04
Currency 18.93 16.04 11.92 10.72
Net
Deposits 35.41 28.40 31.81 30.00
Shares and
Debentures 3.54 8.20 12.57 2.93
Net Claims
on Govt. 1.42 13.91 10.47 21.35
Life
Insurance
Funds
11.37 9.68 11.31 16.16
Pension and
provident
fund
29.26 23.76 21.89 18.82
Source: Calculated from CMIE Reports
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During the period 1971 - 2004 the percentage share of Physical
Savings in Household Savings shows a clear declining trend, whereas,
the percentage share of Financial Savings in Household Savings
shows a clear rising trend over the years. This is even reflected in the
decadal averages of relative percentage share of Physical Savings and
Financial Savings in Household Sector savings. The average decadal
percentage share of Physical Savings has decreased to 45.80 per cent
in 1990s, whereas, percentage share of Financial Savings has
increased to 54.20 per cent but this trend reversed during the period
2001 - 04 when average percentage share for the period for Physical
Savings and Financial Savings was recorded to be 52.87 per cent and
47.13 per cent respectively.
The components of the Financial Savings also showed diverse
behavior over the period 1971 - 2004, in spite of positive long term
trend in Financial Savings. The percentage share of Currency, Net
Deposits and Provident and Pension Funds has shown negative linear
long term trend. The long term trend for Currency and Provident and
Pension Funds shows significant fall in the percentage share while the
fall in percentage share of Net Deposits is relatively less. The same
observation can be done on the basis of average decadal percentage
share of Currency, Net Deposits and Provident and Pension Funds,
which have declined from 1970s to the period 2001 - 04.
        The overall long term trend indicates that the percentage shares of
Shares and Debentures, Net Claims on Govt. and Life Insurance
Funds in Financial Savings have increased over the time. The average
decadal percentage share of Shares and Debentures has increased
from 3.54 per cent to 12.54 per cent in 1970s to 1990s. But during the
period 2001 - 04 it has fallen to 2.93 per cent. On the other hand the
average decadal percentage share of Net Claims on Govt. has
persistently increased from 1.42 per cent to 10.47 per cent from 1970s
to 1990s. it witnessed an extra ordinary increase during the period
2001 - 04 when average percentage share for the period increased to
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21.35 per cent. The average percentage share of Life Insurance Funds
has increased significantly from 11.37 per cent to 16.16 per cent.
III. Components of Private Corporate Sector Savings: -
Table 3.22: - Behaviour of Components of Private Corporate Sector
Savings
Components of Private Corporate Sector Savings
1970s 1980s 1990s 2001 - 04
Non.Financial
Companies 87.01 88.93 85.23 92.30
Financial
Companies 2.12 3.14 9.79 3.63
Co-operative
Banks
and Societies
10.86 7.91 4.96 4.06
Source: Calculated from Economic Survey and CMIE Reports
The long term trend for percentage share of Financial Companies and
Non - financial companies in Private Corporate savings indicates
improvement over the time, whereas, the trend indicate decreasing
percentage share of Co - operative Banks and Societies in Private
Corporate savings over the time. The average values for percentage
share of Non – Financial Companies has increased from 87.01 per
cent to 92.30 per cent. The percentage share of Financial Companies
has also increased from 2.12 per cent to 3.63 per cent, although the
average value for 1990s was observed to be quite high at 9.79 per
cent. The average percentage share of Co - operative Banks and
Societies in Private Corporate Sector has declined from 10.86 per cent
to 4.06 per cent.
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IV. Components of Public Sector Savings : -
Table 3.23: - Behaviour of Components of Public Sector Savings
Components of Public Sector Savings
1970s 1980s 1990s 2001 - 04
Government Adminis –
tration Savings 53.10 12.18 - 249.65 - 547.46
Departmental Enterprise
Savings 15.50 16.23 58.01 12.08
Savings of Government
Enterprises 9.77 28.6 116.44 111.99
Savings of Statutory
Corporations 21.61 67.49 135.18 67.94
Source: Calculated from Economic Survey and CMIE Reports
Among the components of Public Sector Savings the percentage share
of Government Administration has drastically declined, whereas, the
long term trends for percentage shares of Departmental Enterprises,
Government Companies and Statutory Corporations are positive. The
case of Government Administration is worth mentioning which
remained high and positive in 1970s and average value for the decade
was recorded to be 53.10 per cent. During 1980s it turned negative and
during the period 2001 - 04 it averaged a very high negative value of –
547.46 per cent. The decadal average for the percentage shares of
Departmental Enterprises, Government Companies and Statutory
Corporations have increased significantly from 1970s to 1990s.The
average percentage shares of all the components for the period 2001 -
04 have shown downturn.
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3.3 Present Scenario
Table 3.24: - Ratio of GDS and its Components to GDP
Ratio of GDS and its Components to GDP
1970s 1980s 1990s 2001-04 2004-05 2005-06 2006-07
Gross
Domestic
Savings 17.5 19.39 23.14 25.27 31.77 34.28 34.77
Household
Sector
Savings 12.22 14.61 18.44 22.97 23.02 24.21 23.78
Private
Corporate
Savings 1.55 1.76 3.7 3.91 6.55 7.49 7.77
Public
Sector
Savings 3.73 3.02 0.997 -2.58 2.19 2.58 3.22
Source: Calculated and collected from CMIE reports and Economic Survey
The present scenario of gross domestic savings in India is very
encouraging. The GDS rate in the year 2006 - 07 was observed to be
34.77 which is almost double the value of average GDS rate of 1970s.
The significant improvement in GDS rate can be traced from almost the
year 2003 - 04 when it reached the mark of 30 per cent and it has
remained above it till now.
 All the three components of GDS have contributed towards this robust
performance. The Household Sector savings as ratio of GDP has
almost doubled in the year 2005 - 06 compared to average value of
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1970s. The component that has contributed extra ordinarily is Private
Corporate savings, which as a ratio of GDP has increased from an
average decadal value of 1.55 in 1970s to 7.77 in the year 2006 - 07.
Even the performance of Public Sector Savings is worth mentioning as
it has shown a major turnaround from being negative in the period
2001 - 04 to a positive value of 3.22 as a ratio of GDP by the year 2006
- 07.
           This robust performance of savings has also forced the planners of the
Indian economy to rethink about considering supply of savings as
constraint to achieve a high growth rate, which was one of the major
causes of concern up to almost the Ninth Five Year Plan.
The Tenth Five Year Plan observes that “First and foremost, there is
now clear evidence that the growth rate of Indian economy may no
larger be constrained by the availability of savings or more generally,
investible resources. All previous plans have been based on the
implicit and often explicit, assumption of binding savings constraints. In
other words, it has been assumed that the demand for investible
resources always exceeds the supply which implies a belief that the
total level of investment in the economy is determined uniquely by
availability of savings. This assumption was questioned for the first
time in the Ninth Five Year plan, where it was pointed out that there
was a strong likelihood that investment demand in the country may not
be able to fully absorb the resources available”.
3.4 Future projections
Projections of savings for Eleventh Five Year Plan period in the four
growth scenarios, given by working group on Savings for the Eleventh
Five Year Plan is represented in the following table.
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Table 3.25 : -  Projections of savings for Eleventh Five Year Plan
period by working group on Savings for the Eleventh Five Year
Plan: -
Years
Scenario 1
(7 Per cent
GDP Growth)
Scenario 2
(8 Per cent
GDP Growth)
Scenario 3
(8.5 Per cent
GDP Growth)
Scenario 4
(9 Per cent
GDP Growth)
2007 - 08 31.4 31.9 32.2 32.6
2008 - 09 32.9 33.5 33.7 34.1
2009 - 10 33.4 33.9 34.2 34.7
2010 - 11 34.3 34.7 35 35.5
2011 - 12 35.1 35.6 36 36.5
Average
2007 - 12 33.4 34 34.2 34.7
Source: Working group on Savings for the Eleventh Five Year Plan
The projections of GDS rate in Eleventh Five Year Plan under four
alternative scenarios indicate that GDS rate on an average would lie
within the range 33.40 to 34.70. As per the first scenario which
assumes 7 per cent GDP growth rate the GDS rate is expected to
increase from 31.40 in the year 2007 - 08 to 35.10 by the end of the
year 2011 - 12.
The second scenario which assumes the GDP growth rate of 8 per
cent projects the GDS rate to be 31.90 during the year 2007 - 08 and it
is expected to increase to 35.60 in the year 2011 - 12.Third scenario
assumes GDP growth rate of 8.5 per cent has estimated GDS rate to
be 32.20 during the year 2007 - 08 and projects the GDS rate to be
around 36.00 in the year 2011 - 12.Fourth scenario projects the GDS
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rate to be in the range of 32.60 to 36.50 during the period 2007 - 08 to
2011 - 12.
These projections can be considered to be a healthy GDS rate for
developing economy like India. It can provide a base for accelerated
growth. Although the recessionary trend are observed in number of
developed economies and are also very much likely to influence Indian
economy, but as the Indian economy is basically domestic demand
driven, it is expected that at least 7 per cent GDP growth rate can be
achieved. Therefore, as per scenario - 1 even then the average GDS
rate in Eleventh Plan is expected to be above 33 per cent.
Time – Series Trend projections:
Figure 3.41:  Alternative trend projections for GDS rate
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Table 3.26: - Alternative trend functions and their R2 values
Trend Equation R2
Exponential Y=14.647eⁿ     where n = 0.0189X R2 = 0.8467
Quadratic Y= 0.0115X2 _ 0.0225X + 16.446 R2 = 0.8538
Cubic Y= 0.0013X
3 -  0.062X2 + 1.1101X
+ 12.622 R
2 = 0.912
Source: Estimated on the basis of data from CMIE report
In the time - series trend projections three alternative techniques have
been used to forecast GDS rate from 2007 - 08 to the year 2011 - 12.
The three alternative techniques used for forecasting are Cubic trend,
Quadratic trend and Exponential trend, all the three having high R2
values.
Table 3.27: - Alternative projections for GDS rate
Year Projected GDS Rate
Cubic Quadratic Exponential
2007 – 08 36.61 32.20 30.00
2008 – 09 38.73 33.06 30.61
2009 – 10 41.03 33.95 31.19
2010 – 11 43.51 34.86 31.78
2011 – 12 46.19 35.79 32.39
AVG.(2007– 12) 41.21 33.97 31.19
Source: Calculated from CMIE Reports
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The GDS rate is expected to be varying within the range 36.61 to 46.19
as per the projections of Cubic trend during the period 2007 - 08 to
2011 - 12.
The Quadratic trend estimates the GDS rate to increase from 32.20 to
35.79 by the by the end of the year 2011 - 12.
The GDS rate is expected to grow from 30 to 32.39 during the period
2007 - 08 to 2011 - 12 as per Exponential trend. The average GDS rate
during the five year period is expected to be 41.21, 33.97 and 31.19
respectively as per projections by cubic, Quadratic and Exponential
trends. The average of three projections for the five year period comes
out to be 35.45.
As per the estimation of cubic trend, in near future the Indian economy
is expected to witness a high savings rate of above 40 per cent, but
now it is  not very much likely to happen due to global meltdown. It is
noteworthy that  it is not impossible for the economy to have a Savings
rate above 40 per cent as few East Asian economies like Singapore,
Malaysia have witnessed such a high Savings rate (see Rao Bhanoji,
2001).
There is a possibility that the Indian economy may follow the quadratic
trend for Savings rate in near future. The future estimated values of
Savings rate as per quadratic trend seem to be more realistic
considering the current macro - economic environment.
Correlation analysis
The correlation coefficient of various savings aggregates with other
macro economic aggregates and various sub components of savings
has been estimated. The correlation coefficients are calculated on the
basis of the data for the period 1970 – 71 to 2003 – 04. Apart from the
positive – negative relationship, the degree of correlation has also been
examined for significance at 0.01 and 0.05 level of significance.
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Table no. 3.28 Correlation matrix representing correlation between various
savings and investment aggregates
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3.5.1 Household Sector savings ;
Table 3.29: - Correlation of Household Savings with its components
Correlation of Household Savings with its components
Components of Household Saving Correlation coefficient
Physical Assets .817(**)
Currency .479(**)
Net Deposits .675(**)
Shares and debentures .356(*)
Net Claims on Government .845(**)
Life Insurance  Funds .932(**)
Provident and  Pension Funds .803(**)
 **. Correlation is significant at the 0.01 level (2 - tailed)
   * Correlation is significant at the 0.05 level (2 - tailed).
Source: Computed from CMIE Reports
Household Sector saving has high - negative and significant correlation
with Public Sector savings, whereas, with Private Corporate savings it
has high -positive and significant correlation.
The Household Sector savings was observed to have negative and
significant correlation with Public Sector Investment, positive and
significant correlation with Private Corporate Investment and high –
positive and significant correlation with Household Sector Investment.
A positive and significant correlation was also witnessed between
Household Sector savings and its components namely Physical
Savings, Currency, Net Deposits, Shares and Debentures, Net Claims
on Govt., Life Insurance Funds and Provident and Pension Funds.
157
3.5.2 Private Corporate Savings
Table 3.30: - Correlation of Private Corporate Savings with its
components
Correlation of Private Corporate Savings with its components
Components of Private Corporate
Sector Savings Correlation coefficient
Savings of Non Financial Companies .994(**)
Savings of  Finanacial Companies .823(**)
Savings of Co -  Operative banks 0.20
**. Correlation is significant at the 0.01 level (2 - tailed).
Source: Computed from CMIE Reports
The correlation between Private Corporate savings and Public Sector
savings was observed to be high - negative and significant. The Private
Corporate savings was found to be having a high – positive and
significant correlation with Household Sector savings and GDS.
The correlation of Private Corporate savings with Public Sector
Investment comes out to be significant but negative, whereas,
Household Sector Invest - ment and over all Investment rate were
observed to be positively and significantly correlated with Private
Corporate Savings.
Among its own components; Private Corporate savings was observed
to be having high – positive and significant correlation with savings of
Non Financial Companies and savings of Financial Companies,
whereas, correlation with savings of Co - operative Banks and
Societies was observed to be insignificant.
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3.5.3 Public Sector Savings
Table 3.31: - Correlation of Private Corporate Sector Savings with its
components
Correlation of Private Corporate Savings with its components
Components of Public Sector Savings Correlation coefficient
Government Administrastion Savings .924(**)
Departmental Enterprise Savings 0.28
Government Enterprise Savings - .815(**)
Statutory Corporation Savings - 0.33
**. Correlation is significant at the 0.01 level (2 - tailed).
*. Correlation is significant at the 0.05 level (2 - tailed).
Source: Computed from CMIE Reports
Public Sector savings show significant but high - negative correlation
with Private Corporate savings, Household Sector savings and GDS.
It has high - positive significant correlation with Public Sector
Investment but negative and significant correlation with Private
Corporate Investment, Household Sector Investment and over all
Investment rate.
Public Sector savings was observed to have high - positive and
significant relationship with Government Administration savings,
whereas, high – negative and significant correlation with savings by
Government Companies. No significant correlation was observed with
regard to savings by Departmental Enterprises and Statutory
Corporations.
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3.5.4 GDS rate
Table 3.32: - Correlation of GDS rate with components of Savings and
Investment
Correlation of GDS Rate with components of Savings and Investment
Components of Savings and Investment Correlation Coefficient
Public Sector Savings. - 0.69**
Public Sector Investment - 0.34*
Private Corporate Sector Savings 0.82**
Private Corporate Sector Investment 0.59**
Household Sector Savings 0.94**
Household Sector investment. 0.73**
GDCF RATE 0.78**
**. Correlation is significant at the 0.01 level (2 - tailed).
   * Correlation is significant at the 0.05 level (2 - tailed).
Source: Computed from CMIE Reports
GDS was observed to have high - positive and significant correlation
with Household Sector savings and Household Sector Investment. The
correlation of GDS rate with Private Corporate Savings and Private
Corporate Investment was also observed to be high - positive and
significant. The GDS rate has high - negative and significant correlation
with Public Sector Savings, while with Public Sector Investment, it has
low negative correlation. The correlation between GDS rate and
Investment rate is high positive and significant in nature.
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Chapter Four:
Trends and patterns of Investment in Indian economy
4.1.  Introduction:
The Investment in an economy governs the economic growth. The
level of Investment depends upon mobilization of resources. Savings
contribute towards financing of investment. Thus the savings and
investment pattern in the economy guides the formation of capital,
which further leads to economic growth. In the long run capital
formation is governed by savings - rate. With increase in savings,
capital stock grows, which further helps in improving potential output of
an economy. The scarcity of capital inhibits the use of more productive
technologies and thus adversely affects the growth.
According to Ragnar Nurkse “The meaning of ‘Capital Formation’ is
that society does not apply the whole of its current productive activity
to the needs and desires of immediate consumption, but directs a part
of it to the making of capital goods: tools and instruments, machines
and transport facilities, plant and equipment – all the various forms of
real capital that can so greatly increase efficacy of productive effort.
The term is sometimes used to cover human as well as material
capital: it can be made to include Investment in skills, education and
health – a very important form of Investment”
 According to M.P.Todaro “Capital accumulation results when some
proportion of present income is saved and invested in order to
augment future output and income. New factories, machinery,
equipment, and materials increase the physical capital stock of a
nation and make it possible for expanded output levels to be achieved.
These directly productive investments are supplemented by
investments in what is known as social and economic infrastructure –
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roads, electricity, water and sanitation, communications, and the like –
which facilitates and integrates economic activities.”
This chapter deals with analysis of the structure of Gross Domestic
Capital Formation in India. This chapter is sub divided into five
sections. The first section is introductory in nature. It also includes
various concepts of capital formation as explained by National
Accounts Statistics, 2007. The trend and composition of GCF and its
three components namely Household Sector, Private Corporate Sector
and Public Sector has been analysed for the period of 1970 - 71 to
2003 - 04 on decadal and overall basis in the second section. The
absolute values for respective years, yearly growth rate and yearly
change in relative shares for all three components have been analysed
for the aforesaid period. The line graphs of absolute values, annual
growth rate and relative shares are drawn for GCF and its components
so that changes that have occurred during the period of analysis can
be easily observed. The decadal averages of annual growth rate and
relative shares have also been calculated to observe the changes in
behavior of components from one decade to another. The third section
deals with the period of 2004 - 05 to 2007 - 08. For this period analysis
of Gross Capital Formation (GCF), Capital Formation by Household
Sector, Private Corporate Sector and Public Sector is undertaken to
know the present scenario of investment in Indian economy. The future
projections of GCF for the period 2008 - 09 to 2011 - 12 has been
estimated on the basis of Cubic, Quadratic and Exponential trend
analysis in the  forth section. The last section includes the  calculation
and analysis of correlation  matrix.
Concepts of Capital Formation
The term Domestic Capital Formation refers to Investment in an
economy. The size of Domestic Capital Formation or Investment is
determined with Domestic savings and net inflow of foreign capital.
The ratio of Gross Capital Formation to the GDP can be called as
Gross Capital Formation rate or Investment rate. The various
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aggregates of Capital formation has been conceptualized by the
National Account Statistics.
According to National Account Statistics, 2007–
Gross capital formation (GCF) refers to the aggregate of gross
additions to fixed assets (i.e., fixed capital formation) and increase in
stocks of inventories, also referred to as change in stocks during a
period of account.
where,
Fixed assets comprise construction and machinery and equipment
(including transport equipment and breeding stock, draught animals,
dairy cattle and the like).
Construction activity covers all new constructions, alterations and
repairs of buildings, highways, streets, bridges, culverts, railroad beds,
railroads, subways, airports, parking areas, dams, drainages, wells
and other irrigation sources, water and power projects, communication
systems such as tele - phone and telegraph lines, land reclamations,
bunding and other land improvements, planting and cultivating new
orchards, tea, coffee and rubber plantations, afforestation projects and
all other types of heavy construction.
Activities of the special trade contractors such as carpenters,
plumbers, plasterers and electricians relating to construction projects,
and assembly and installation at site of prefabricated integral parts into
bridges, storage and warehousing facilities, etc. are also included.
Construction for military purposes (other than construction or alteration
of family dwellings for military personnel), defence equipment, durable
goods in the hands of the households and increase in the stocks of
defence mat - erials are excluded from the scope of capital formation.
However, capitaloutlays of defence enterprises on ordnance and
clothing factories are included.
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Machinery and equipment comprises all types of machinery like
agricultural machinery, power generating machinery, manufacturing,
transport equip - ment, furniture and furnishings. Also included are
increments in livestock in respect of breeding stock, drought animals,
dairy cattles and other animals raised for wool clippings. Additions to
livestock other than these are accounted for under change in stock.
The estimates of GCF for the economy as a whole include all relevant
items of new capital goods which are produced domestically (exclusive
of exports) and new and second - hand imported goods. According to
SNA, imports should include the outlays in foreign countries of the
embassies, consulates and other extra - territorial establishments of
the government of the given country on new fixed assets reduced by
the net sales of their second - hand and scrapped assets. Similarly, the
net outlays of foreign embassies, consulates and other diplomatic
bodies located in a country, on fixed assets produced within the
country are to be recorded in the exports and not in the gross fixed
capital formation (GFCF) of the given country. The fixed capital outlays
of international agencies located in the country are to be treated in an
identical manner. Due to want of data, it has not been possible to
account for these. The estimation, therefore, follows the domestic
concept, whereby, only additions to stocks of fixed assets and
inventories within the geographical boundary of the country have been
taken into account. Accordingly, the GCF refers to gross domestic
capital formation (GDCF).
Additions to non - reproducible tangible assets such as land, mineral
deposits and the natural growth of standing timber or crops have not
been included in GCF. However, outlays on improvement of land and
development or extension of mining sites, timber tracts and plantations
are part of capital formation. The outlays on incompleted construction
works incurred during the period are included in the estimates of fixed
assets.
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Inventories consist of materials and supplies, work - in - progress and
finished products and goods in the possession of producers and
dealers. Stocks of strategic materials, grains and other commodities of
special importance to the nation in the possession of government are
also included in the estimates of change in stocks.
 The estimates of GFCF for the country are prepared both by type of
assets viz., construction and machinery and equipment and by industry
of use. Estimates of change in stocks are generally prepared on the
basis of inventories held by industries except for foodgrains for which
the total stocks in private and public sectors are measured irrespective
of their being held by producers or traders. To the extent possible
estimates of change in stocks are prepared separately for public and
private sectors. The estimates by industry of use are compiled
separately for public and private sectors for the same industry groups
for which the estimates of GDP by the industry of origin are prepared.
Domestic Capital Formation by Type of Assets at Current Prices
 The estimates of GDCF by type of assets are prepared separately for
construction, machinery and equipment and change in stocks. The
commodity flow approach is followed for preparing the annual
estimates of pucca construction works as well as for machinery and
equipment. The estimates of kutcha construction are prepared using
the expenditure approach.
Domestic Capital Formation by Type of Institutions
 The estimates of domestic capital formation separately for
construction, machinery and change in stocks for the public sector and
private corporate sector are also prepared by expenditure approach on
the basis of analysis of budget documents and annual reports of
enterprises. These estimates of public sector plus private corporate
sector by type of assets are subtracted from the corresponding
estimates to arrive at the estimates for household sector as a residual.
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Domestic Capital Formation by Industry of Use
An independent set of estimates of GFCF for each of the industrial
categories are prepared primarily following the expenditure approach.
The estimates of change in stocks on the other hand are prepared only
by the industry of use. The estimates of fixed capital formation and
change in stocks are aggregated at the industry level to prepare the
estimates of GCF by industry of use.
4.2. Analysis of Gross Capital Formation and its components in India
(1970 – 71 to 2003 – 04:)
4.2.1 . Gross Capital Formation and GCF Rate : -
Figure 4.1: - Gross Capital Formation and its growth rate
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Figure 4.2: - GCF rate and its trend
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1970 - 71 to 1979 - 80
The absolute value of Gross Capital Formation was observed to be
Rs.7043 crores during the year 1970 - 71 and it increased to Rs.24894
crores by the end of the year 1979 - 80, thereby, registering a increase
of almost 3.5 times. The growth rate of Gross Capital Formation
fluctuated from minimum of 4.13 per cent in the year 1972 - 73 to
maximum value of 39.44 per cent during the year 1973 - 74. Except
the years 1972 - 73 and 1979 – 80, during the rest of the years of the
decade growth rate remained above 10 per cent. Gross Capital
Formation as per cent of Gross Capital Formation increased from
15.42 per cent in the year 1970 - 71 to 20.60 per cent by the end of the
decade.
“During the initial years of seventies the aggregate Investment rate
increased owing to the Public Sector Investment recovering from the
cut – backs in the late sixties and the expanding Household Sector
Investment. During the period 1976 - 77 to 79 - 80 the aggregate
Investment rate moved up from 19.70 per cent to a peak of 23.30 per
cent, principally due to improvement in the Private Corporate Sector
and Household Sector Investment rate despite a decline in Public
Sector Investment rate”. (Ray Partha and Bose Dhritidyuti, 1997)
“The analysis of Investment behaviour during 1970s reveals three
important reservations on the otherwise buoyant performance of
Investment rate namely large inventory accumulation, increases in
prices of Investment goods and absence of commensurate increases
in the physical supply of Investment goods”. (Shetty S.L and Menon
K.A 1980)
1980 - 81 to 1989 - 90
Gross Capital Formation value was observed to be Rs. 29230 crores in
the first year of the decade and by the end of the decade it touched the
figure of Rs. 119258 crores. The growth rate of Gross Capital
Formation remained above 15 per cent during most of the years but
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was recorded to be at low levels of 8.74 and 8.12 per cent during the
years 1982 - 83 and 1986 - 87 respectively. As the per cent of GDP
the Gross Capital Formation fluctuated between 18.73 per cent in the
year 1983 - 84 to 24.53 per cent in the year 1989 - 90. In comparison
to previous decade during this decade Gross Capital Formation as per
cent of GDP remained high during most of the years.
“Up to the year 1984 - 85 the aggregate investment rate declined but
order of decline was lower than that of savings rate, indicating increase
in net inflow of capital from abroad. During the later years of the
decade due to substantial increase in net inflow from abroad the
Investment rate increased sharply”. (Ray Partha and Bose Dhritidyuti,
1997)
1990 - 91 to 1999 - 2000
The absolute value of Gross Capital Formation was observed to be Rs.
149536 crores and it increased more than three times to record a
value of Rs. 490669 crores. The growth rate of Gross Capital
Formation fluctuated widely during this decade. It was recorded to be –
1.51 in the year 1991 - 92 and during the year 1994 - 95 it was
observed to be 32.73 per cent. During the years 1996 - 97 and 1998 -
99 it remained quite low at 4.84 per cent and 4.95 per cent
respectively. The Gross Capital Formation as per cent of GDP varied
from 22.55 per cent in the year 1991 - 92 to 26.90 per cent during the
year 1995 - 96.
 2000 - 01 to 2003 - 04
In the year 2000 - 01 the absolute value of Gross Capital Formation
was observed to be Rs.498179 crores while by the end of the year
2003 - 04 it reached the level of Rs. 726868 crores. During the years
2000 - 01 and 2001 - 02 growth rates remained very low at 1.53 per
cent and 3.08 per cent respectively. In next two years it picked up and
was recorded to be 18.84 and 19.10 per cent respectively. The Gross
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Capital Formation as per cent of GDP remained within the range of
22.50 per cent to 26.5 per cent during this period.
According to Ray Partha and Bose Dhritidyuti an analysis of Gross
Capital Formation during the period 1950 - 51 to 1995 - 96 brings to
fore the following features. Firstly, there has been an increase in
Investment rate upto mid seventies but it has dampened in later
period. This resulted directly from the shift in emphasis of the plan
objectives from quantitative targeting of Investment rate to the need for
efficient use of available Investment. Secondly, there has been a
decline in the share of construction in Gross Capital Formation and a
rise in machinery and equipments over the various phases. Thirdly,
while Household Sector and Public Sector contributed heavily to Gross
Capital Formation up to mid seventies, Private Corporate Sector
Investment has been rising in the later period. The setting up of
infrastructure in the initial phase facilitated Private Corporate Sector
Investment later. Finally, except for the period 1976 - 77 to 1979 - 80,
the high savings phase, domestic savings has been below the
aggregate Investment, reflecting the need for inflow of foreign
resources.
1970 - 71 to 2003 - 04
The long term trend for absolute value of Gross Capital Formation is
positive .It has increased from Rs.7043cr in 1970 - 71 to Rs.726868
crores during this period. The long term trend for growth rate of Gross
Capital Formation has a low negative value .Over the years growth
rate has fluctuated from a maximum value of 39.44 per cent in the year
1973 - 74 to a minimum value of - 1.51per cent in 1991 - 92.The long
term trend does not indicate significant fall .The GCF as per cent of
GDPmp fluctuated from a minimum value of 15.14 per cent in the year
1972 - 73 to a maximum value of 26.90 per cent during 1995 - 96.
The long term trend for GCF as per cent of GDPmp is positive. The
average calculated values of GCF as percentage of GDP and growth
rate of GCF for the various periods are:
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Table 4.1: - The average calculated values of GCF as percentage of GDP
and growth rate of GCF
Period Average GCFGrowth Rate
Average GCF as
percentage of GDP
1971 – 1980 15.52 17.64
1981 – 1990 17.10 21.24
1991 – 2000 15.66 24.54
2001 – 2004 10.63 24.38
1971 – 2004 15.45 21.52
Source: Calculated from CMIE reports
The average annual growth rate of GCF for the decades of 1970s,
1980s and 1990s remained above 15 per cent, but for the period 2001
– 04 it was observed to be at a low rate of 10.63 per cent. The average
value of GCF as percentage of GDP increased from 17.63 per cent in
1970s to 24.54 per cent during the decade of 1990s.
4.2.2 .Capital Formation by Household Sector: -
Figure 4.3: - Capital Formation by Household Sector and its share in
GCFAI
Capita l Formation by Household sector and its share  in GCFAI
0
50000
100000
150000
200000
250000
300000
350000
400000
197
0 -7
1
197
2 -7
3
197
4 -7
5
197
6 -7
7
197
8 -7
9
198
0 -8
1
198
2 -8
3
198
4 -8
5
198
6 -8
7
198
8 -8
9
199
0 -9
1
199
2 -9
3
199
4 -9
5
199
6 -9
7
199
8 -9
9
200
0 -0
1
200
2 -0
3
Years
Ca
pit
al 
Fo
rm
at
ion
 by
Ho
us
eh
old
 se
ct
or
25.00
30.00
35.00
40.00
45.00
50.00
55.00
60.00
Pe
rc
en
ta
ge
 sh
ar
e i
n G
CF
AI
Capital Formation by Household sector Percentage share of  Household sector in GCFAI
173
Figure 4.4: -Capital Formation by Household Sector as percentage of
GDP
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1970 - 71 to 1979 - 80
The Capital Formation by Household Sector in absolute terms stood at
Rs. 3263 crores and it increased to Rs. 10609 crores by the end of the
year 1979 - 80. The year 1972 - 73 saw negative growth rate of - 4.59
per cent, whereas, the years 1975 - 76 and 1979 - 80 witnessed low
growth rates of 2.09 per cent and 2.43 per cent respectively. The
highest growth rate of 30.48 per cent was observed during the year
1974 - 75.The percentage share of Household Sector in Gross Capital
Formation by Assets and Institutions (GCFAI) remained above 40 per
cent except the year 1975 - 76 in which it fell to 36.87 per cent during
the decade. It was recorded to be at its peak value of 45.41 per cent
during the year 1978 - 79. The Capital Formation by Household Sector
as per cent of GDP was observed to be at its lowest level of 6.48 per
cent in the year 1972 - 73 whereas it increased to 9.40 per cent by the
year 1978 - 79.
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1980 - 81 to 1989 - 90
The absolute value of Capital Formation by Household Sector stood at
Rs. 11258 crores and it increased more than 4 times to reach a value
of Rs. 48957 crores. During this decade growth rate witnessed wide
fluctuations from - 9.77 per cent in the year 1982 - 83 to 48.77 per cent
in the year 1987 - 88. The percentage share of Household Sector in
GCFAI also varied drastically during this decade from minimum of
25.69 per cent in the year 1982 - 83 to maximum of 43.53 per cent.
The Capital Formation by Household Sector as per cent of GDP
decreased to 5.57 per cent by the year 1982 - 83 in this decade and by
the end of the year 1988 - 89 it increased to 10.31 per cent.
1990 - 91 to 1999 - 2000
The absolute value of Capital Formation by Household Sector was
observed to be Rs. 60257 crores in the year 1990 - 91 and by the end
of the decade it was recorded to be Rs.198658 crores. In this decade
Capital Formation by Household Sector saw erratic growth, the years
1991 - 92, 1993 - 94 and 1996 - 97 witnessed negative growth rate of
– 19.29 per cent, - 3.25 per cent and – 17.05 per cent respectively.
The year 1995 - 96 recorded a high growth rate of 40.44 per cent. The
Capital Formation by Household Sector as per cent of GDP fell to 6.69
per cent during the year 1996 - 97 but by the terminal year it was
recorded to be 10.26 per cent.
2000 - 01 to 2003 - 04
The absolute value of Capital Formation by Household Sector was
observed to be Rs. 235494 crores in the year 2000 – 01 and by the
year 2003 – 04, it increased to Rs. 357431 crores. In terms of growth
rate the Capital Formation by Household Sector remained above 10
per cent and in the year 2002 - 03 it was observed to be 23.58 per
cent. The percentage share of Household Sector in GCFAI increased
from 49.82 per cent in the year 2000 - 01 to 56.23 per cent in the year
2003 - 04. The Capital Formation by Household Sector as the
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percentage of GDP improved from 11.27 per cent in the year 2000 - 01
to 12.95 per cent in the year 2003 - 04.
1970 - 71 to 2003 - 04
The growth rate of Capital Formation by Household Sector fluctuated
during this period from a minimum value of - 19.29 per cent in the year
91 - 92 to a maximum value of 48.77 per cent in the year 87 - 88. The
per cent share of Household Sector in GCFAI varied from a maximum
value of 57.40 per cent in the year 2002 - 03 to a minimum value of
25.69 per cent in the year 1982 - 83. The long term trend for it is
positive. The Capital Formation by Household Sector as per cent of
GDPmp fluctuated from 5.57 per cent in 1982 - 83 to maximum value of
13 per cent in the year 2002 - 03.The long term trend is positive,
indicating that Capital Formation by Household Sector as per cent of
GDPmp has improved over the time. The average calculated values for
the various periods are as follows:
Table 4.2: - Average calculated values of percentage share of Household
Sector in GCF, Capital Formation by Household Sector as percentage of
GDP and its growth rate
Period
Average
percentage share
Household Sector
in GCF
Average values of.
Capital. Formation
by Household
Sector as
percentage of GDP
Average values of
growth rate of
Capital Formation
by Household
Sector
1971 – 1980 41.86 7.65 14.58
1981 – 1990 35.49 7.82 17.87
1991 - 2000 36.68 8.46 17.15
2001 - 2004 53.72 12.15 15.94
1971 - 2004 39.86 8.47 16.52
Source: Calculated from CMIE Reports
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The percentage share of Household Sector in GCF declined from
almost 42 per cent in 1970s to 36.68 per cent in 1990s, but during the
period 2001 – 04 it again increased and recorded a value of 53.72 per
cent. The capital formation by Household Sector as percentage of
GDP improved over the decades. It was observed to be 7.65 per cent
in 1970s and by the period 2001 – 04, it increased to 12.15 per cent.
The growth rate of capital formation by Household Sector was
observed to be varying between 14 to 18 per cent.
4.2.3 .Capital Formation by Private Corporate Sector : -
Figure 4.5: - Capital formation by Private Corporate Sector and its share
in GCFAI
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Figure 4.6: - Capital formation by Private Corporate Sector as
percentage of GDP
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1970 - 71 to 1979 - 80
The absolute value of Capital Formation by  Private Corporate Sector
was observed to be Rs. 1045 crores in the year 1970 - 71 and it
increased by almost 3 times to reach a value of Rs. 3078 crores in the
year 1979 - 80. The growth rate of Capital Formation by Private
Corporate Sector fluctuated from minimum of 7.73 per cent in the year
1976 - 77 to a maximum value of 19.26 per cent in the year 1974 - 75.
The Capital Formation by Private Corporate Sector as per cent of GDP
was at its lowest level of 1.48 per cent in the year 1976 – 77, while the
highest value of 3.53 was observed during the year 1974 - 75.
1980 - 81 to 1989 - 90
The Capital Formation by Private Corporate Sector in absolute terms
was recorded to be Rs. 3505 crores in the year 1980 - 81 and it
increased to Rs. 19673 crores, thereby, registering an increase of
almost 5.61 times. The growth rate of Capital Formation by Private
Corporate Sector fluctuated widely from - 30.58 per cent in the year
1983 - 84 to 162.08 per cent in the year 1981 - 82. The percentage
share of Private Corporate Sector in GCFAI fluctuated from minimum
of 13.05 per cent in the year 1980 - 81 to maximum of 24.94 per cent
in the year 1982 - 83. The Capital Formation by Private Corporate
Sector as per cent of GDP fluctuated between 2.44 per cent in the year
1980 - 81 and 5.45 per cent in the year 1981 - 82.
1990 - 91 to 1999 - 2000
The Capital Formation by Private Corporate Sector in absolute terms
was observed to be Rs. 23498 crores in the initial year and it increased
to Rs. 125120 crores by the end of the terminal year. The years 1993 -
94, 1996 - 97 and 1998 - 99 witnessed negative growth rates of – 0.21
per cent, - 3.25 per cent and – 8.39 per cent respectively. The highest
growth rate of 62.65 per cent was registered in the year 1995 - 96. The
percentage share of Private Corporate Sector in GCFAI fluctuated
from 17.17 per cent in the year 1990 - 91 to 36.96 per cent during the
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year 1996 - 97. In the terminal year it was observed to be 27.30 per
cent. The Capital Formation by Private Corporate Sector as per cent of
GDP increased from 4.13 per cent in the year 1990 - 91 to 9.58 per
cent in the year 1995 – 96, but by the end of the year 1999 - 2000 it fell
to 6.46 per cent.
2000 - 01 to 2003 - 04
The Capital Formation by Private Corporate Sector was recorded to be
Rs. 105709 crores in the year 2000 - 01 and it increased to Rs.
124177 crores by the end of the year 2003 - 04. The first two years of
this phase saw negative growth rate of – 15.51 per cent and – 0.89 per
cent respectively. In the year 2003 - 04 the growth rate was observed
to be 17.43 per cent. The percentage share of Private Corporate
Sector in GCFAI fell from 22.36 per cent in the year 2000 - 01 to 19.53
per cent in the year 2003 - 04. The Capital Formation by Private
Corporate Sector as per cent of GDP also fell from 5.06 per cent to
4.50 per cent during this period.
1970 - 71 to 2003 - 04
The growth rate of Capital Formation by Private Corporate Sector
fluctuated frequently in this period .It varied from minimum of - 19.29
per cent in the year     1991 - 92 to maximum of 48.77 per cent in the
year 87 - 88.
The per cent share of Private Corporate Sector in GCFAI fluctuated
from a minimum value of 7.73 per cent in the year 1976 - 77 to a
maximum value of 36.96 per cent in the year 1996 - 97. The long term
trend for share per cent of Private Corporate Sector in GCFAI is
positive. The Gross Capital Formation as per cent of GDPmp varied
from a minimum value of 1.48 per cent in the year 1976 - 77 to
maximum value of 9.58 per cent in the year 1995 - 96. The long term
trend indicates improvement in Capital Formation by Private Corporate
Sector as percentage of GDPmp.
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The average calculated values of percentage share of Private
Corporate Sector  in GCF, Capital Formation by Private Corporate
Sector as percentage of GDP and its growth rate for the various
periods are as follows average values calculated for the periods are as
follows:
Table 4.3: - Average calculated values of percentage share of Private
Corporate Sector in GCFAI, Capital Formation by Private Corporate
Sector as percentage of GDP and its growth rate
Period
Average
percentage
share Private
Corporate Sector
in GCFAI
Average values
of. Capital.
Formation by
Private
Corporate Sector
as percentage
of GDP
Average values of
growth rate of
Capital Formation
by Private
Corporate Sector
1971 - 1980 13.47 2.43 18.42
1981 - 1990 19.08 4.23 28.28
1991 - 2000 29.16 6.72 22.61
2001 - 2004 20.40 4.61 0.49
1971 - 2004 20.55 4.48 20.50
Source: - Calculated from CMIE Reports
The average percentage share of Private Corporate Sector in GCFAI
has increased from 13.47 per cent in 1970s to 29.16 per cent in 1990s.
But it declined to 20.40 per cent during the period 2001 – 04. The
average value of capital formation by the Private Corporate Sector as
per cent of GDP increased from 2.43 per cent in 1970s to 6.72 per
cent during 1990s, while in the period 2001 – 04 it was observed to be
4.61 per cent. The average value of growth rate of capital formation by
Private Corporate Sector was recorded to be 18.42 per cent, 28.28 per
cent and 22.61 per cent for the decades of 1970s, 1980s and 1990s
respectively. The period 2001 – 04 witnessed a very low growth rate of
0.49 per cent.
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4.2.4. Capital Formation by Public Sector : -
Figure 4.7: - Capital formation by Public Sector and its share in GCFAI
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Figure 4.8: - Capital formation by Public Sector as percentage of GDP
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1970 - 71 to 1979 - 80
Capital Formation by Public Sector in absolute terms was recorded to
be Rs. 2919 crores and it increased more than 4 times to reach a level
of Rs. 12137 crores by the end of the decade. The growth rate of
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Capital Formation by Public Sector was highest in the year 1975 - 76
when growth rate of 35.69 was observed, whereas, the year 1977 - 78
saw the negative growth rate of – 8.17 per cent. The percentage
share of Public sector in GCFAI  was observed to be at 40.39 per cent
in the year 1970 - 71 and it increased to 51.46 per cent during the year
1976 - 77 but it decreased in later years. The Capital Formation by
Public Sector as percentage of GDPmp increased from 6.39 per cent
in year 1970 - 71 to 10.04 per cent by the end of the decade.
1980 - 81 to 1989 - 90
The Capital Formation by Public Sector increased from Rs. 12105
crores to Rs. 46405 crores during this decade. The growth rate of
Capital Formation by Public sector remained negative in very first year
of the decade and the value observed was - 0.26. The very next year
the highest growth rate of 40.32 per cent was observed. The year 1987
- 88 also witnessed the negative growth rate of – 2.92 per cent. The
percentage share of Public sector in GCFAI   fluctuated from maximum
value of 49.38 per cent in the year 1982 - 83 to minimum value of
40.34 during the terminal year of the decade. Capital Formation by
Public Sector as per cent of GDPmp was at its lowest value of 8.42 per
cent in the year 1980 – 81, but it increased to a high value of 11.17 per
cent during the year 1986 - 87. In the later years it again decreased
and was recorded to be 9.54 per cent during the terminal year.
1990 - 91 to 1999 - 2000
The Capital Formation by Public Sector in absolute terms was Rs.
53099 crores in the year 1990 - 91 and it increased to Rs. 134484
crores. During this decade the growth rate of Capital Formation by
Public Sector remained positive during all the years. It varied from a
low value of 3.14 per cent in the year 1995 - 96 to a high value of
24.52 per cent during the year 1994 - 95. The percentage share of
Public sector in GCFAI was recorded to be 40.23 per cent in the year
1991 - 92 and it continuously decreased to 28.87 per cent by the year
1995 - 96. The year 1996 - 97 witnessed an increased percentage
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share of 32.29 per cent, but during the later years it again fell and
recorded a value of 29.35 per cent in the year 1999 - 2000. Capital
Formation by Public Sector as percentage of GDPmp was observed to
be 9.34 per cent in the year 1990 - 91 but it fell to 6.94 per cent by the
end of the decade.
 2000 - 01 to 2003 - 04
In this period the Capital Formation by Public Sector increased from
savings Rs.131505crores to Rs.154086crores.The years 2000 - 01
and 2002 - 03 witnessed the negative growth rates of – 2.22 per cent
and – 5.80 per cent respectively. The percentage share of Public
sector in GCFAI decreased from 27.82 per cent to 24.24 per cent
during this period. The Capital Formation by Public Sector as
percentage of GDPmp also decreased during this period. It decreased
from 6.29 per cent to 5.58 per cent.
1970 - 71 to 2003 - 04
The growth rate of Capital Formation by Public Sector fluctuated from
maximum of 40.32 per cent in 1981 - 82 to minimum of - 8.17 per cent
in the year1977 - 78.
 The percentage share of Public sector in GCFAI declined over the
time. The long term trend for it is negative, indicating significant fall in
percentage share of Public sector in GCFAI. The maximum value of
51.46 per cent was observed in the year 1976 – 77, whereas, the
minimum value of 23.65 was witnessed in 2002 - 03.
 The Capital Formation by Public Sector as percentage of GDPmp has
also declined over the period. It had maximum value of 11.17 per cent
in the year 1986 - 87 and minimum value of 5.36 per cent in 2002 - 03.
The average calculated values of percentage share of Public Sector in
GCF, Capital Formation by Public Sector as percentage of GDP and
its growth rate for the various periods are as follows average values
calculated for the periods are as follows
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Table 4.4: - The average calculated values of percentage share of Public
Sector in GCF, Capital Formation by Public Sector as percentage of GDP
and its growth rate
Period
Average
percentage
share Public
Sector in GCF
Average values
of. Capital.
Formation by
Public Sector as
percentage of
GDP
Average values of
growth rate of
Capital Formation by
Public Sector
1971 – 1980 44.65 8.19 17.75
1981 – 1990 45.51 10.00 14.94
1991 – 2000 34.15 7.85 11.39
2001 – 2004 25.87 5.85 3.81
1971 – 2004 39.61 8.34 13.28
Source: Calculated from CMIE Reports
The average percentage share of Public Sector in GCF was observed
to be 44.65 per cent for the decade of 1970s. During the decade of
1980s it increased to 45.51 per cent but in the decade of 1990s and
the period 2001 – 04 it declined. The average percentage share of
Public Sector in GCF was observed to be 34.15 per cent and 25.87 per
cent for respectively for 1990s and the period 2001 – 04. The average
value of capital formation by Public Sector as percentage of GDP was
at its all time high value of 10 per cent for the decade of 1980s but it
fell down to 25.87 per cent for the period 2001 – 04. The average
growth rate of capital formation by Public Sector fluctuated over the
decades. It was at its maximum value of 17.75 per cent for the decade
of 1970s while the minimum value was observed to be 3.81 per cent
for the period 2001 – 04.
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4.2.5 Summing Up
The major observations from the analysis of Gross Capital Formation
and its components for the period of 1970 - 71 to 2003 - 04 are as
follows:
Firstly, the Gross Capital Formation rate has increased over the time as
indicated by low but positive long term linear trend. It fluctuated from a
minimum value of 15.14 per cent in the year 1972 - 73 to a maximum
value of 26.90 per cent during 1995 - 96. Secondly, the percentage
share of Household Sector in GCFAI has increased over the time. The
long term trend of Capital Formation by Household Sector as
percentage of GDPmp has also improved over the time. The average
decadal value Capital Formation by Household Sector as percentage of
GDPmp was recorded to be around 7.64 per cent, whereas, for the
period 2001 - 04 the average value increased significantly and recorded
to be 12.15 per cent. Thirdly, the percentage share of Private Corporate
Sector in GCF increased over the period. The Gross Capital Formation
by Private Corporate Sector as percentage of GDPmp varied from a
minimum value of 1.48 per cent in the year 76 - 77 to maximum value of
9.58 per cent in the year 1995 - 96. The long term trend indicates
improvement in Capital Formation by Private Corporate Sector as
percentage of GDPmp. The decadal average value of Capital Formation
by Private Corporate Sector as percentage of GDP increased from 2.40
per cent in 1970s to 6.72 per cent in 1990s. Lastly, the significant fall in
percentage share of Public sector in Gross Capital Formation was
observed over the period, it fell from an average value of 44.65 per cent
for the decade of 1970s to the value of 25.87 per cent value during the
period 2001 - 04. The Capital Formation by Public Sector as percentage
of GDP also decreased over the period. It fell from an average value of
10 per cent in 1980s to 5.85 per cent in the period 2001 - 04.
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4.3 Present Scenario: -
Table 4.5: - GCF and its Components as percentage of GDP
GCF  and Its Components (as  percentage of GDP)
1970s 1980s 1990s 2001 - 04 2004 - 05 2005 - 06 2006 - 07
Gross
Capital
Formation
17.63 21.24 24.54 24.38 32.2 35.5 35.9
Household
Sector
Capital
Formation
7.64 7.82 8.46 12.15 12.9 12.5 12.5
Private
Corporate
Sector
Capital
Formation
2.43 4.23 6.72 4.61 10.5 13.3 14.5
Public
Sector
Capital
Formation
8.19 10 7.84 5.85 6.9 7.6 7.8
Source: Calculated from CMIE Reports and Economic Surveys
It would be an interesting exercise to view the recent performance of
the contribution of Household Sector, Private Corporate Sector and
Public Sector in capital formation in India in light of the past
performance. In response to increased availability of investible
resources the Gross Capital Formation as percentage of GDP i.e. the
Investment rate has improved significantly in recent years.  During the
year 2005 - 06 the Investment rate was observed to be 35.5 which was
almost the double the value of the average GCF for the decade of
1970s. In recent years it remained above 30 per cent which can be
186
considered to be fairly high. This sharp rise in Investment rate has
been basically due to marked improvement in Investment by Private
Corporate Sector. The Capital Formation by Private Corporate Sector
as percentage of GDP increased from an average value of 2.43 per
cent for the decade of 1970s to a high value of 14.50 per cent during
the year 2006 - 07. The rise in GDS rate has also been on account of
higher contribution by Household Sector. The Capital Formation by
Household Sector has increased from an average value of 7.64 per
cent of GDP for the decade of 1970s to above 12 per cent during the
recent years. The contribution of Public Sector in Gross Capital
Formation rate has been around 6 per cent to 8 per cent during the
recent years. It has decreased from average value of 10 per cent for
the decade of 1980s. It is noteworthy that in recent years the relative
importance of Capital Formation by Private Corporate Sector has
increased significantly in overall Investment rate, while the reliance on
Public Sector for Capital Formation has remained almost same. The
Household Sector continues to play an important role in Capital
Formation. The change in sectoral composition of capital formation in
terms of rising share of Private Corporate Sector has continued in
recent years. The present scenario of capital formation in India looks
buoyant and is expected to provide a sound base for higher economic
growth in near future
4.4 Future Scenario: -
The future values of Gross Capital Formation can be estimated on the
basis of time series trend analysis. In the time - series trend
projections three alternative techniques have been used to forecast
GCF rate from 2007 - 08 to the year 2011 - 12. The three alternative
techniques used for forecasting are Cubic trend, Quadratic trend and
Exponential trend, all the three having high R2 values
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Figure 4.9: - Alternative trend projections for GCF rate
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Table 4.6.: - Alternative trend functions and their R2 values
Trend Equation R2
Exponential Y=15.421e0.0183x R2 = 0.8394
Quadratic Y= 0.0064X2 + 0.1686X + 16.085 R2 = 0.8055
Cubic Y= 0.0012X3 -  0.0632X2 + 1.2409X + 12.465 R2 = 0.8602
Source: Calculated from CMIE Reports
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Table 4.7: - Alternative projections for GCF rate
Projected GCF Rate
Year Cubic Exponential Quadratic
2007 – 08 35.42 30.92 31.80
2008 – 09 37.22 31.49 32.46
2009 – 10 39.19 32.07 33.14
2010 – 11 41.32 32.66 33.83
2011 – 12 43.63 33.27 34.53
AVG.(2007 - 12) 39.35 32.08 33.15
Source: Calculated from CMIE Reports
The GCF rate is expected to be varying within the range 35.42 to
43.63 as per the projections of Cubic trend for the period 2007 - 08 to
2011 - 12.The Quadratic trend estimates the GCF rate to increase
from 31.80 to 34.53 by the by the end of the year 2011 - 12.The GCF
rate is expected to grow from 30.92 to 33.08 during the period 2007 -
08 to 2011 - 12 as per Exponential trend.
The average GCF rate during the five year period is expected to be
39.35, 33.15 and 32.08 respectively as per projections by Cubic,
Quadratic and Exponential trends. The average of three projections for
the five year period comes out to be 34.86. The values obtained on the
basis of trend projections show the alternative scenarios for future
investment rates in Indian economy.
4.5 Correlation analysis: -
- Correlation matrix representing correlation between various savings
and investment aggregates has been calculated and represented in
the following table :
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Table 4.8: - Correlation matrix representing correlation between
various savings and investment aggregates
CORRELATION MATRIX
PUB.SAV. PUB.INV. PVT.CORP.SAV PVT.CORP.INV. HSSAV. HS.INV.
GDS
RAT
E
GDCF
RATE
PUB.SAV. 1.00 0.68 - 0.77 - 0.39 - 0.86 - 0.73
-
0.69
-
0.40
PUB.INV. 0.68 1.00 - 0.61 - 0.20 - 0.45 - 0.47
-
0.34 0.12
PVT.CORP.SAV - 0.77 - 0.61 1.00 0.79 0.81 0.51 0.82 0.60
PVT.CORP.INV. - 0.39 - 0.20 0.79 1.00 0.50 0.07 0.59 0.71
HSSAV. - 0.86 - 0.45 0.81 0.50 1.00 0.82 0.94 0.70
HS.INV. - 0.73 - 0.47 0.51 0.07 0.82 1.00 0.73 0.48
GDS RATE - 0.69 - 0.34 0.82 0.59 0.94 0.73 1.00 0.78
GDCF RATE - 0.40 0.12 0.60 0.71 0.70 0.48 0.78 1.00
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Capital Formation by Household Sector
Capital Formation by Household Sector has significant but negative
correlation with Public Sector Investment.
The correlation between Capital Formation by Household Sector and
Private Corporate Sector was found to be insignificant. The correlation
between Capital Formation by Household Sector and Public Sector
Savings was found to be significant and high - negative. It is positively
correlated with Private Corporate savings and Household Sector
savings.  The Capital Formation by Household Sector has significant
and positive correlation with Investment rate and significant and high -
positive correlation with GDS rate.
Capital Formation by Private Corporate sector
The Capital Formation by Private Corporate Sector has insignificant
correlation with Public Sector Investment and Household Sector
Investment.
It has significant and negative correlation with Public Sector Savings,
whereas, with Private Corporate savings and Household Sector
savings, it has significant and high - positive and significant and
positive correlation respectively.
The Capital Formation by Private Corporate sector has significant and
high - positive correlation with overall Investment rate, whereas, with
GDS rate it has significant and positive correlation.
Capital Formation by Public Sector
It has insignificant correlation with Private Corporate Sector Investment
while the correlation between Capital Formation by Public Sector and
Household Sector Investment was observed to be significant and
negative.
191
The Capital Formation by Public Sector has significant and high -
positive correlation with Public Sector Savings. It has significant but
negative correlation with Household Sector savings and significant but
high - negative correlation with Private Corporate Sector savings.
Overall Investment rate (GDCF rate)
The overall Investment rate has high - positive and significant
correlation with Investment by Private Corporate Sector, whereas, with
Household Sector Investment, it has significant and positive
correlation. The correlation between overall Investment rate and
Investment by Public Sector was found to be insignificant. The overall
Investment rate was found to be significantly and positively correlated
with Private Corporate Sector savings, Household Sector savings and
GDS rate.
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Chapter Five
Analysis of Domestic and External gap
5.1 Introduction:
With increase in aggregate Savings the potential output of an economy
can be increased provided that savings are mobilized and converted
into Investment, whereas, the scarcity of savings (investible resources)
in an economy inhibits the use of more productive technologies and
thus, affects the growth adversely. A major mismatch between Savings
and Investment is thus not desirable for any economy. This aspect can
also be seen as a gap between savings and investment. In short run, if
savings in an economy are more than investment then it indicates that
aggregate supply is more than aggregate demand and hence
deflationary situation may set in. On the other hand, if savings are less
than investment then it may lead to inflationary situation. From the view
point of planning and policy for the long term, this mismatch between
savings and investment can be seen as a problem related to economic
growth and development. If savings are more than investment on
sustained basis then it may mean that there are some bottlenecks in the
economy which inhibits conversion of savings into investment and thus
preventing higher economic growth. While on the other hand, if on
sustained basis the savings in an economy are less than investment
then it requires provision of additional resources to meet the desire level
of investment. Thus, this Savings – Investment gap framework
becomes quite useful for macro - economic policy makers and planners.
It has been extensively used in planning in India as a part of macro -
economic framework.
In India, the planning period has shown gap between savings and
investments. As our investments were not totally supported by local
savings, in past we have resorted to deficit financing and external
assistance to fill this gap. This has adversely affected the Indian
economy in the form of higher inflation and structural imbalances.
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Under the economic reforms, we have liberalized the external sector
which has opened up new channels for importing capital from outside
world in the form of Foreign Investment, External Commercial
Borrowings etc. which can be useful to bridge the gap between savings
and investment.
“Shenoy’s central thesis was that Indian planners from the mid - fifties
built in a large gap between investment and domestic savings in the
Five - Year Plans. They sought to close the gap by deficit financing or
created money. Consequently, a sustained inflationary process was
initiated and this, in context of a rigid exchange rate resulted in an
excess demand for imports and deficient supply of exports consequent
upon the implicit overvaluation, and brought in an administered regime
of licenses, controls and quotas concerning imports and exports and the
use of foreign exchange. Since these controls etc. could not be
successful, there emerged a black economy in which undervaluation of
exports and overvaluation of imports, secreting of foreign exchange
abroad through numbered accounts and large scale smuggling and
corruption became rampant. The pattern of use of domestic resources
came to be subjected to heavy distortions and misdirections. Prof.
Shenoy believed in a single gap theory and treated the origin of foreign
exchange scarcity as due to investment – savings gap filled by deficit
financing and resulting monetary expansion”. (Brahmananda P.R., 1997
- 98)
“In context of planning in India, it has been observed that in each plan,
the domestic savings fall short of the investment needed for achieving
the desired rate of overall as well as sectoral growth. Consequently,
there arises a Savings - Investment gap ex - ante. This gap is filled up
basically by three means, viz., (a) Additional resource mobilization in
the form of additional taxation and additional revenue from the public
enterprises, (b) External assistance, and (c) Deficit financing. The
planned Savings – Investment gap may differ from the realized Savings
- Investment gap”. (Baruah S. and Hazarika P. 1996 - 97)
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The Savings – investment gap analysis can also be undertaken at
sectoral level i.e. the savings – investment gap can be analysed for the
three sectors viz. Household Sector, Public Sector and Private
Corporate Sector. Such an analysis can throw some light on the role of
each sector in contributing to over all Savings – Investment gap of the
economy. It may also help in understanding, the interdependence
among various sectors and change in the relative interdependence
among them, over the time. Thus, sectoral flow of funds in the economy
can be analysed and better financial planning can be done.
“Inter - sectoral mobilization of savings is feasible through the creation
and sale of financial assets. Household savings, for example, can be
mobilized for investment in Public Sector by creating claims against
government and selling them to the Household Sector”. (Lakdawala
D.T. and Mody R.J. 1972)
For an open economy, the gap between domestic savings and
investment is reflected as Current Account Balance in external sector.
Thus, the role of external sector as a source of supply of foreign
savings can also be analyzed by studying the behavior of Current
Account Balance and components of Capital Account of the Balance of
Payments.
This chapter is divided into five sections. The first section is introductory
in nature. The second section deals with the analysis of domestic
Savings – Investment gap and its sectoral components, for the period of
1970 - 2004. The third section includes the correlation analysis. The
forth section covers relationship between domestic gap and external
gap. In the last section, behavior of Current Account Balance and its
financing has been analyzed for the period 1970 - 71 to 2003 - 04.
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5.2  Analysis of Domestic Savings – Investment gap and Sectoral
Savings –Investment gaps (as percentage of GDP) (1970 – 71 to 2003 –
04):
Figure 5.1: - Savings rate, Investment rate and Savings - Investment gap
Savings,  Investment and Savings - Investment  Gap
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Figure 5.2: - Household Sector Savings – Investment gap
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Figure 5.3: - Private Corporate Sector Savings – Investment gap
Pvt. Corporate Sector Savings - Investment Gap
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Figure 5.4: - Public Sector Savings – Investment gap
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1970 - 71 to 1979 - 80
The S - I gap as percentage of GDP has fluctuated during the decade.
The gap remained positive from 1976 - 77 to 1978 - 79. The highest
negative value for the gap was observed to be – 2.34 in the year 1974 –
75, whereas, the highest positive value was recorded to be 1.15 in the
year 1977 - 78. The gap was almost negligible during the years 1973 -
74 and 1976 - 77, indicating that the Savings rate and Investment rate
matched well during these two years.
In this decade, the Household Sector gap remained throughout positive
and increased from minimum value of 3.00 per cent of GDP in 1970 -
71 to maximum value of 6.05 per cent during the year 1977 - 78. After
the year 1975 - 76 it has remained above 5 per cent of GDP.
The Private Corporate Sector S - I gap as percentage of GDP remained
negative throughout the decade. It fluctuated from – 0.16 per cent in
1976 - 77 to – 1.64 per cent in 1974 - 75.
 During this decade, the Public Sector S - I gap as percentage of GDP
remained negative. It was observed to be - 3.45 per cent in 1970 - 71
and by the year 1975 – 76, it recorded a value of - 5.15 per cent. In later
years, it varied and in the terminal year, it was recorded to be – 5.72 per
cent.
1980 - 81 to 1989 - 90
In the decade, of 1980s except the year 1980 - 81 in which the overall
domestic S - I gap as percentage of GDP was observed to be 0.19, the
gap remained negative for the rest of the years of the decade. It
fluctuated from – 4.26 per cent in the year 1986 - 87 to – 1.53 per cent
in 1987 - 88.
The Household Sector S - I gap as percentage of GDP in this decade
also remained positive and continued to increase. In 1980 - 81 it was
observed to be 5.99 per cent and by the end of the decade, it stood at
7.82 per cent.
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The negative S - I gap as percentage of GDP for the Private Corporate
Sector increased significantly during this decade. During the year 1981
– 82, it was recorded to be - 3.93 per cent, but by the end of the decade
it fell to – 1.61 per cent.
In the case of Public Sector the S - I gap as percentage of GDP
increased from – 4.99 per cent in the year 1980 - 81 to a peak value of
– 8.43 per cent during the year 1986 - 87, in the terminal year it was
observed to be – 7.86 per cent.
“Despite slackening of Public Sector Investment since 1986 - 87, the
Public Sector S - I gap has increased over the years due to relatively
higher pace of reduction in Public Sector Savings vis - à - vis Public
Sector Investment”. (Dhritidyuti Bose and Ray Partha, 1997)
According to Joshi and Little (1994), the Public Sector has crossed the
limit of long run sustainable Public Sector deficit in eighties and resulted
into mounting foreign debt and current account deficit, which ultimately
resulted into BOP crisis in the year 1990 - 91.
“In particular, during the 1980s, the inability of the Government
revenues to keep pace with the growing expenditure resulted in
widening of the overall resource gap. Accordingly, the public sector
savings-investment gap which averaged (-) 3.7 per cent of GDP
during the period 1950 -51 to 1979 – 80, widened sharply during the
1980s culminating in a high of (-) 8.2 per cent of GDP in 1990 – 91.
(Rakesh Mohan, 2008)
1990 - 91 to 1999 - 2000
The overall domestic S - I gap as percentage of GDP remained positive
for most of the years. During the years 1990 - 91, 1992 - 93 and 1995 -
96 it was observed to be negative with – 0.97, - 2.02 and - 1.38 per cent
values respectively. The highest positive gap of 1.45 per cent was
recorded during the year 1994 – 95, while the lowest positive gap of
0.10 per cent was observed during the year 1991 - 92.
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In this decade also the gap of Household Sector remained positive and
increased to a peak value of 11.92 per cent during the year 1994 - 95.
From the year 1996 - 97 the gap remained around 10 per cent.
The Private Corporate Sector S - I gap as percentage of GDP fluctuated
from minimum value of – 1.47 per cent in 1990 - 91 to peak value of –
4.65 per cent. In the later years, it declined and was recorded to be –
2.11 per cent during the terminal year.
The negative gap in Public Sector was – 8.23 per cent during the year
1990 - 91 and it declined to – 5.28 per cent by the year 1997 – 98, but it
again increased and by the end of the decade, it was observed to be –
7.98 per cent.
 2000 - 01 to 2003 - 04
During this period of four years the overall domestic S - I gap as
percentage of GDP remained positive and continuously increased. In
the year 2000 – 01, it was 0.83 per cent and by the year 2003 – 04, it
reached the value of 5.10 per cent of the GDP.
In this period the Household Sector gap fluctuated but remained above
10 per cent. The highest value was recorded to be 11.39 per cent
during the year 2003 - 04.
The Private Corporate Sector S - I gap as percentage of GDP remained
negative, but improved significantly in relation to 1990s. The minimum
value of - 0.47 was observed in 2002 – 03, while the maximum negative
value of – 1.04 in 2001 - 02.
In case of Public Sector the S - I gap as percentage of GDP remained
negative in this period. By the end of the year 2003 – 04, it was
observed to be – 9.80 per cent.
“The savings – investment gap which remained positive during 2001 -
04 became negative thereafter. In a modern economy, the excess of
domestic savings over domestic investment suggests a deflationary
situation in which demand has not kept pace with increased capacity.
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Thus, the reversal of the savings - investment balance should be
viewed as a correction of the domestic supply – demand balance,
occurring through above normal increase in demand during 2005 - 06
and 2006 – 07”. (Economic Survey, 2007 - 08)
1971 - 2004
The long term trend for domestic S - I gap as percentage of GDP
indicates that over a period of time negative gap has been wiped out
and lately there has been a positive gap. For the period 1976 - 77 to
1978 - 79 and 1996 - 97 to 2003 - 04 it remained positive. In the year
1986 – 87, it was recorded a high negative value of - 4.26. By the end
of the year 2003 – 04, it was observed to be +5.10. The long term linear
trend for Household S - I gap as percentage of GDP is steeply upward
sloping, indicating that over the period positive gap has significantly
increased. In the year 1970 – 71, the gap was 3 per cent and it
increased to 11.92 per cent in the year 1994 - 95.It was observed to be
11.39 per cent in 2003 - 04. The long term trend for Public Sector S - I
gap as percentage of GDP has been observed to be downward sloping,
indicating that over the period of time the negative Public Sector S - I
gap as percentage of GDP has increased. In the year 1970 – 71, it was
observed to be - 3.42 per cent and it recorded the value of - 8.89 per
cent in the year 2001 - 02. But by the end of the year 2003 - 04, it
improved and registered a value of - 5.92 per cent. The long term
trend for Private Corporate Sector:  S - I gap as percentage of GDP
indicates no major change. There is marginal increase in negative gap
over the period of time. In the year 1970 – 71, the gap was recorded to
be - 0.82 and by the year 1995 – 96, it increased to - 4.65 per cent. In
the year 2002 - 03 it stood at - 0.36
The average calculated values for the S - I gap as percentage of GDP
for Household Sector, Private Corporate Sector and Public Sector for
the various periods was observed to be
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Table 5.1:- The average calculated values of the S - I gap as percentage
of GDP for Household Sector, Private Corporate Sector and Public
Sector
Period
Average
.S–I Gap
(Household
Sector)
Average .S–I
Gap (Private
Corporate
Sector )
Average .S–I
Gap (Public
Sector )
Average .S–I
Gap (Overall)
1970s 4.56 - 0.87 - 4.45 - 0.77
1980s 6.78 - 2.46 - 6.97 - 2.64
1990s 9.97 - 3.01 - 6.85 0.11
2001 - 04 10.81 - 0.7 - 7.46 2.64
Source: Computed from CMIE reports
On the basis of the average values of S - I gap as percentage of GDP
for the various sectors during the decades of 1970s, 1980s, 1990s and
the period 2001 – 04, it can be concluded that the positive Household
Sector gap and negative Public Sector gap have persistently increased
over the time. The Household Sector S - I gap as percentage of GDP
has improved significantly from 4.56 per cent in 1970s to 10.81 per cent
during the period 2001 - 04. It is noteworthy that Household Sector gap
actually represents net surplus Financial Savings of Household Sector
which are readily available for deficit sectors of the economy. The rising
negative gap of Public Sector indicates that over the period of time
Public Sector has become more dependent on external sources to meet
its expenditure. The Private Corporate Sector gap has remained
negative but has increased till 1990s but lately the negative gap has
narrowed down. The average values for the overall domestic S - I gap
as percentage of GDP indicate that from 1970s to 1980s the negative
gap has increased but for 1990s it turned positive and increased during
the period 2001 - 2004.
5.3. Correlation Analysis: Correlation Matrix representing correlation
coefficients of various types of gap and other macro economic
aggregates has been calculated to know the strength of relationship
among the variables.
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Table 5.2: - Correlation Matrix representing correlation coefficients of
various types of gap and other macro economic aggregates
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The overall domestic gap has positive and significant correlation with
Household Sector S - I gap and Private Corporate Sector S - I gap,
while it has an insignificant correlation with Public Sector S - I gap. The
correlation of overall domestic S - I gap with GDS rate is observed to be
positive and significant, whereas, the correlation with Investment rate is
found to be weak and insignificant. The correlation between overall
domestic S - I gap and savings by the Household Sector and Private
Corporate Sector is positive and significant, while its correlation with
Public Sector savings comes out to be significant but negative.The
overall domestic gap has positive and significant correlation with
Household Sector Investment, while its correlation with Private
Corporate Sector Investment is insignificant. The overall domestic gap
has negative and significant correlation with Public Sector Investment.
The Household Sector gap is negatively but significantly correlated to
Public Sector gap, Public Sector savings and Public Sector Investment,
while a weak - negative and insignificant correlation is observed with
Private Corporate Sector gap. The Household Sector gap is positively
and significantly correlated with GDS rate, GDCF rate, overall gap,
Private Corporate Sector savings, Private Corporate Sector Investment,
Household Sector savings, Household Sector Investment
The Private Corporate Sector gap is negatively but significantly
correlated with GDCF rate, Private Corporate Sector Investment and it
has positive and significant correlation with overall domestic gap. It was
found to be negatively but not significantly correlated with Public Sector
Savings, Public Sector Investment, Private Corporate Sector Savings,
Household Sector Savings and GDS rate.
The Public Sector gap has negative but significant correlation with GDS
rate, GDCF rate, Private Corporate Sector Savings, Private Corporate
Sector Investment, Household Sector Savings, Household Sector
Investment and Household Sector gap. The Public Sector gap is
positively and significantly correlated with Public Sector Savings.
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5.4 The relationship between Domestic Gap and External Gap: -
As per theoretical literature the relationship between domestic gap and
external gap can be established with the help of national income
accounting identity in a following manner:
GNP = C + I + G + NX + NFIA, where,
GNP: Gross National Product
C: Consumption Expenditure by Household Sector
I:  Investment Expenditure by Private Corporate Sector
G: Government Expenditure by Public Sector
NX: Net Exports i.e. Exports – Imports
NFIA: Net Factor Income from Abroad
Adding Transfer payments +‘J’ and Taxes – ‘T’ to both the sides
Note: (1) – T (Outflow from the Private Corporate Sector)
(2)  +J (In flow to the Private Corporate Sector)
GNP – T + J = C + (G – T + J) + I + X + NFIA – M
GNP – C – T + J = (G – T + J) + I + (NFIA + X – M)
GNP – {C + T – J} = {G – T + J} + I+ {NFIA + X – M}
GNP – Net Outflow of Private - sector = Savings of Govt. sector + I +
CAB
Note: - Private - Sector includes Household Sector and Private
Corporate Sector
Pvt. Savings = Govt. Savings + I + CAB
SP = – SG + I + CAB
SP + SG = I + CAB
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S = I + CAB
S – I = CAB
(a) This is an important identity, which states that any gap between
domestic savings and investment must be matched by Current Account
Balance.
(b) If CAB is in deficit it implies that the savings available in the
economy are not sufficient to satisfy the investment made and the
country can make up this deficit by running a Capital Account surplus
i.e. country requires external capital to carry out its activities. The
external capital may be on the form of aids, external commercial
borrowings or foreign direct investment etc.
(c) If there is consistent surplus in CAB then it would mean that the
savings within the economy exceeds the investment requirements.
Therefore, there is net outflow of capital from domestic economy to
outside world.
“The Current Account Deficit (CAD) mirrors the savings – investment
gap in the national income accounts and thus constitutes net utilized
foreign savings. The challenge is to leverage foreign inflows (i.e. foreign
savings and investments) to promote growth without having the long
term consequences of external payments imbalances. The distinction
between gross capital inflows and net inflows is useful. As the later
must equal CAD, there is no way in which net use of foreign savings
can increase without an increase in CAD. The gross inflow can,
however, increase to the extent that it is offset by the gross outflows in
the form of build - up of foreign exchange reserves, reduction in
government external debt or outward investment by entrepreneurs.
Higher gross inflows have value even if net flows do not increase to the
same extent, as they can improve competition in the real and financial
sectors, improve the quality of the intermediation and the average
productivity of investment, and thus raise the growth rate of the
economy. The challenge of the policy is to maximize these benefits
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while minimizing the costs of exchange rate management”. (Economic
Survey, 2007 - 08)
5.5. Current Account Balance and its financing
Figure 5.5: - Current Account Balance as percentage of GDP
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Figure 5.6: - External Assistance as percentage of GDP
External assistance net (as % of GDP)
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Figure 5.7: - External Commercial Borrowings as percentage of GDP
Exrernal Commercial borrowings  net (as % of GDP)
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Figure 5.8: - Foreign investment as percentage of GDP
Foreign Investment (as % of GDP)
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The CAB as percentage of GDP remained negative from the year 1978
- 79 to 2001 - 2002. In the year 1990 – 91, it witnessed the minimum
value of - 3.05, whereas, during 2003 - 04 it reached a peak value of
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+2.32. The Foreign Investments as percentage of GDP remained quite
low in pre - reform era. Foreign Investments picked up in 1990s. For the
first time FI as per cent of GDP crossed 1 per cent mark in the year
1993 - 94 and it was observed to be 1.55 per cent. By the year 2003 -
04 it increased to 2.6 per cent. India’s reliance on External Assistance
was more evident in pre - reform period, in the post reform period it has
decreased significantly. In the year 1975 – 76, External Assistance was
observed to be 1.46 per cent of GDP, but by the end of the year 2003 -
04 it fell to - 0.45 per cent. The Commercial Borrowing as per cent of
GDP was recorded to be 0.04 per cent in the year 1970 - 71 and in the
year 1998 - 99 it peaked to 1.07 per cent. After 2000 – 01, it
continuously decreased and it was recorded to be - 0.48 per cent in the
year 2003 - 04.
“The external imbalances were reflected in a large and unsustainable
current account deficit, which reached 3.2 per cent of GDP in 1990 - 91.
As the financing of such a large current account deficit through normal
sources of finance became increasingly difficult, it resulted in an
unprecedented external payments crisis in 1991 with the foreign
currency assets dwindling to less than US $ 1 billion. The financing
problem was aggravated by the fact that the deficit was largely financed
by debt flows up to the late 1980s, reflecting the policies of the time
which preferred debt flows to equity flows. Indeed, equity flows were
almost negligible till the early 1990s. Moreover, a significant part of the
debt flows during the late 1980s was of short - term nature in the form
of bankers’ acceptances; such flows could not be renewed easily in
view of the loss of confidence following the balance of payments crisis”.
(Rakesh Mohan, 2008)
The average values of Current Account Balance, Foreign investments,
External Assistance, and External Commercial Borrowings as
percentage of GDP for various periods are calculated as follows:
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Table: - 5.3: The average values of Current Account Balance, Foreign
investments, External Assistance, and External Commercial Borrowings
as percentage of GDP for various periods:
Period
Current
Account
Balance as
percentage
of GDP
Foreign
Investment
as per cent
- age of
GDP
External
Assistance
as
percentage
of GDP
External
Commercial
Borrowings as
percentage of
GDP
1971 - 1980 - .08 0.04 0.68 0.11
1981 - 1990 - 1.85 0.12 0.63 0.43
1991 - 2000 - 1.27 0.94 0.49 0.49
2001 - 2004    0.93 1.74 - 0.17 - 0.04
1971 - 2004 - 0.83 .062 0.51 0.29
Source: Calculated from Database of Indian Economy ,RBI
As per the decadal average, it is quite clear that the Current Account
Balance has remained negative in 1970s, 1980s and 1990s. The
Current Account Deficit deteriorated in pre reform period, but in post
reform period it has moved towards positive direction and lately even it
has turned positive. The Foreign Investments as percentage of GDP
also picked up significantly in post reform period. The External
Assistance as percentage of GDP has declined from 1970s to 1990s.
The Commercial borrowings remained relatively higher during 1980s
and 1990s. It turned negative during the period 2001 - 04.
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Chapter Six
Economic Growth and Policy Environment
6.1 Introduction:
In this chapter, an attempt is made to know growth engineering process
in Indian economy during planning period in general and after the
reform period in particular. Several Economists revealed growth
process. A mention may be made a few of those here.
“Economic growth is a gradual and steady change in the long run which
comes about by a gradual increase in the rate of savings and
population”. (Schumpeter)
“Economic growth can be defined as a long term rise in capacity to
supply increasingly diverse economic goods to its population, this
growing capacity based on advancing technology and the institutional
and ideological adjustments that it demands”. (Simon Kuznets)
According to Michael .P.Todaro, economic growth refers to “the steady
process by which the productive capacity of economy is increased over
time to bring about rising levels of national output and income”.
The economic growth has been one of the basic objectives of all the
macro – economic policies and Planning in India. In the context of India
the growth rate has fluctuated over the period. In India the growth
performance since independence is generally seen as being broadly
charaterised by two distinct phases. A phase of relatively low growth
rate of almost 3.5 per cent till 1970s, also described as a Hindu rate of
growth by Krishna Raj and a phase of relatively high growth rate of
about 5.50 per cent after 1980. The significant improvement in growth
performance of Indian economy was observed from 1980s. Although
the average growth rate achieved during 1990s was not very different
from 1980s, but macro economic environment, especially in terms of
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policy aspects, underwent sea change. Lately, Indian economy
achieved high growth rates of above 8 per cent that too on sustained
basis, this has also attracted the attention of economists all over the
globe on Indian economy. As the fears of global meltdown are proving
out to be true and its implications are being felt on Indian economy also,
it remains to be seen how adversely it influences India’s growth
trajectory.
This chapter deals with Economic Growth and macro economic policy
environment consisting of Fiscal Policy and Monetary Policy. This
chapter is divided into seven sections. The first section is introductory in
nature. The second section deals with decadal analysis of Economic
Growth in Indian economy for the period of 1970 - 71 to 2003 - 04. The
third section includes present scenario of economic growth in India. The
fourth section covers the future prospects for economic growth. The fifth
section deals with relationship between macro economic variables
savings, investment, growth rate, ICOR and Current Account Balance.
The correlation analysis is included in the sixth section. The last section
covers the macro economic policy environment for the period of 1970 -
71 to 2003 - 04.
6.2 Analysis of GDP growth rate (1970 – 71 to 2003 – 04) :
Figure 6.1: - GDP growth rate
GDP Growth rate
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1970 - 71 to 1979 - 80
The decade of 1970s witnessed drastic fluctuations in the GDP growth
rate. The initial year 1970 - 71 saw a growth rate of 5.17 per cent, but it
decreased to – 0.58 per cent during the year 1972 - 73. During the year
1975 – 76, the growth rate peaked at the level of 9.17 per cent for the
decade. The year 1977 - 78 also recorded a healthy growth rate of 7.23
per cent, but during the terminal year of the decade the growth rate
nose dived and recorded a negative value of – 5.24 per cent, due to oil
crisis. The average GDP growth rate for the decade comes out to be
2.92 per cent.
1980 - 81 to 1989 - 90
In this decade the GDP growth rate remained relatively high and above
3.5 per cent, except the year 1982 - 83. The growth rate fluctuated from
minimum value of 3.66 per cent in the year 1982 - 83 to a peak value of
9.86 per cent in the year 1988 - 89. During this decade, the growth rate
kept on fluctuating from year to year and no consistent high growth
period was observed. The average annual growth rate for this decade
was recorded to be 5.89 per cent.
1990 - 91 to 1999 - 2000
The decade of reforms witnessed healthy growth rate for most of the
years, except the year 1991 - 92, which was characterized by severe
BOP crisis. During the year 1991 – 92, the growth rate was recorded to
be 0.91 per cent. For three consecutive years viz. 1994 - 95, 1995 - 96
and 1996 – 97, the growth rate remained above 7 per cent. During most
of the years, the growth rate remained above 5 per cent. In comparison
to the decade of eighties, in this decade less fluctuation in growth rate
were observed. The average GDP growth rate of 5.69 per cent was
observed for this decade.
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 2000 - 01 to 2003 - 04
During this period the growth rate again slowed down. The years 200 -
01 and 2002 - 03 witnessed less than 5 per cent GDP growth rate.  The
growth rate fluctuated from 3.94 per cent in the year 2000 - 01 to 8.61
per cent in the year  2003 - 04. The average growth rate for this period
was observed to be 5.44 per cent.
 1970 - 71 to 2003 - 04
The long term trend of growth rate of GDP is positive. The growth rate
fluctuated frequently and no persistent fall or rise was observed. It
fluctuated between a minimum value of - 5.24 per cent in 1979 - 80 and
a maximum value of 9.86 per cent in the year 1988 - 89. Another year
which witnessed a negative growth rate was 1972 - 73 when growth
rate recorded a value of - 0.58 per cent. The growth rate improved after
the year 1975 - 76 and in post liberlisation period not only it accelerated
but also remained less volatile. From the year 1980 - 81 to 2003 - 04
i.e. for almost twenty four years the GDP has grown at an average
value of more than 5.5 per cent.
“Looking back, it seems to me that we had two broad phases in our
growth experience: before 1980, GDP growth had a mean of 3.5 per
cent with a standard deviation of 3.5 per cent. In the 24 years after
1980, the mean rose to 5.70 per cent, and the standard deviation
dropped to 1.9 per cent”. (Kelkar Vijay L, 2006)
“Broadly speaking, the stagnation of the Indian growth seemed to have
been over by the mid seventies; nevertheless, the crisis of 1991 - 92
underlined the unsustainability and fragility of a rather good growth
performance of the eighties. The post liberalisation years have marked
a distinct upturn of the growth trajectory. The recovery of growth since
the mid seventies was almost entirely due to Private sector”. (Ray
Partha and Bose Dhritidyuti, 1997)
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The average calculated values of GDP growth rate for the various
periods are as follows:
Table 6.1: - Average calculated values of GDP growth rate for the
various periods
Period GDP Growth Rate
1971 – 1980 2.92
1981 – 1990 5.89
1991 – 2000 5.69
2001 – 2004 5.45
1971 – 2004 4.91
Source: Calculated from CMIE report
The average decadal values for GDP growth rate shows that first, in
comparison to 1970s the decades of 1980s and 1990s show higher
average decadal growth rate. Secondly, the average growth rate during
1990s and for the period 2001 – 04, which is post reform period, is
almost same and not higher than the average growth rate for 1980s.
Thirdly, from eighties the average decadal growth rate has been above
5 per cent. Lastly, the average growth rate for the period 1971 – 2004
was observed to be 4.91 per cent.
6.3 Present scenario:
Table 6.2: - The present scenario of GDPmp growth rate along with GDS
rate, GCF rate, and Current Account balance.
Item 2004 - 05 2005 - 06 2006 - 07
GDS Rate 31.77 34.28 34.77
GCF rate 32.19 35.53 35.89
CAB as  per cent of GDP - 0.4 - 1.2 - 1.1
GDPmp Growth Rate 8.28 9.24 9.69
Source: Economic Survey 2007 – 08
The GDS rate continued to increase in 2004 - 05 and crossed the 30
per cent mark for the first time as it recorded a value of 31.77 per cent.
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In the corresponding years also GDS increased and remained above 30
per cent.
The Gross Capital Formation rate also picked up in response to rising
GDS rate. During the year 2005 - 06, the Gross Capital Formation rate
crossed 35 per cent mark and in the year 2006 – 07, it was observed to
be 35.89 per cent. The economic growth rate also increased
handsomely during this period as a result of buoyant savings and
investment. The growth rate remained above 8 per cent persistently for
three consecutive years. In the year 2005 - 06 and 2006 - 07 the growth
rate was observed to be 9.24 per cent and 9.69 per cent respectively. It
is noteworthy that, during this period the Current Account Deficit as per
cent of GDP also increased from - 0.40 per cent to above 1 per cent,
thereby, indicating increase in import of savings from outside world.
“The observed growth of 7.8 per cent in the Tenth Five Year Plan (2002
– 2007), the highest so far for any plan period, is only marginally short
of the target of 8 per cent. The dismal growth rate of 3.8 per cent during
the first year of the plan was made up by an upsurge in growth in the
next four years to absolute value average of 8.80 per cent”. (Economic
Survey, 2007 - 08)
6.4. Future Scenario
The future growth prospects for the Indian economy have been
evaluated by the number of bodies, few of them are mentioned below:
The Economic Survey 2007 - 08 has forecasted the GDP at factor cost
on the basis of five year moving average basis for the Eleventh Plan
period. According to Economic Survey, 2007 – 08, “if the trend persists
in the medium term, the economy would average over 8.90 per cent per
annum over the Eleventh Five Year Plan Period.”
The 9 per cent growth target for the Eleventh Plan  period (2007 – 11)
approved by the National Development Council, which involved
acceleration gradually from around 8.5 per cent in the first year of the
Plan to 10 per cent by the end of the Plan period, appears entirely
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feasible, provided supportive policies are put in place………It may be
noted that the higher growth target in the Eleventh plan is premised
upon a significant increase in the investment rate from an average of 32
per cent of the GDP in the Tenth Plan to an average of 36.70 per cent
of GDP in the Eleventh Plan.  (Eleventh Five Year Plan)
According to the Eleventh Five Year Plan, there are some uncertainties
and risks in the external environment faced by the economy which can
hamper the growth targets. These include a downturn in global
economy, uncertainty of oil prices in the world markets, capital flows
and exchange rate risks, impact of increase in food prices in the world
and governance problems.
As per the working group on Savings for Eleventh Five Year Plan, four
alternative scenarios are estimated with regard to Savings, Investment
and Growth for the assumed value of ICOR to be 4.00.
Table 6.3: - Alternative scenarios for Growth Rate corresponding to
Projected Savings Rate given by Working Group on savings for Eleventh
Five Year Plan
Growth Rate corresponding to Projected Savings Rate (2007 - 08 to 2011 - 12)
Item Scenario 1 Scenario 2 Scenario 3 Scenario 4
Savings Rate (as per
cent of GDP) 33.40 34.00 34.20 34.70
Investment Rate (as
per cent of GDP) 34.80 36.10 36.60 37.50
ICOR 4.00 4.00 4.00 4.00
Derived Growth Rate
(per cent) 8.70 9.00 9.20 9.40
Source: Report by Working Group on Savings for Eleventh Five Year Plan
As it can be seen in table, the Working Group on Savings for Eleventh
Five Year Plan has forecasted that, the growth rate would be in the
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range of 8.70 per cent to 9.40 per cent for the period of 2007 - 08 to
2011 - 12. According to the working group, the overall macro –
economic environment in the country is conducive to generate and
sustain high levels of savings and investment that might provide
resource base for attaining the higher growth trajectory as envisioned in
the Eleventh Five Year Plan Approach Document.
In the previous chapters of Savings and Investment the researcher has
estimated the savings rate and investment rate with the help of Cubic,
Quadratic and Exponential trend analysis for the period 2007 - 08 to
2010 - 11. (Pp 163 and 199)Assuming the value of ICOR to be 4.00 and
considering the estimated trend values of Investment rate, the growth
rate for the period 2007 - 08 to 2010 - 11 are estimated as follows:
Table 6.4: - Alternative forecasts for GDP growth rate
Projected GCF Rate Projected Growth Rate
Year Cubic Quadratic Exponential ICOR Cubic Quadra-tic
Exponen-
-tial
2007 - 08 35.42 31.8 30.92 4 8.86 7.95 7.73
2008 - 09 37.22 32.46 31.49 4 9.31 8.12 7.87
2009 - 10 39.19 33.14 32.07 4 9.80 8.29 8.02
2010 - 11 41.32 33.83 32.66 4 10.33 8.46 8.17
2011 - 12 43.63 34.53 33.27 4 10.91 8.63 8.32
Average
(2007 -
12)
39.35 33.15 32.08 4 9.84 8.29 8.02
Source: Calculated from CMIE Report
It is noteworthy that the average values for the GDP growth rate for the
period of 2007 - 08 lies within the range of 8.02 per cent and 9.84 per
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cent as per the trend analysis approach and these values are very
much comparable with the 8.70 per cent to 9.40 per cent, as estimated
by the working group on Savings for the Eleventh Five Year Plan
period. The Cubic trend value of 9.84 per cent provides an upper side
values for the growth rates, whereas, if the economy follows the
Exponential trend the lower side average value for the period comes out
to be 8.02 per cent. The Quadratic trend represents the middle level
possibility of achieving the average growth rate of 8.29 per cent for the
period 2007 - 08 to 2010 - 11.
All these estimations of future growth rates done by various agencies
and the researcher may prove wrong looking at the latest happenings at
global and national level. After the sub - prime crisis in United States,
the fear of financial crisis in Europe and some other parts of the world
has also come true in the year 2008. The number of the countries of
developed world has been reeling under the recessionary trend. The
Indian economy now stands more integrated with the world economy
than ever before, is also feeling the heat of adverse global
developments. The signals of slowdown of Indian economy are more
visible at the end of period April - Nov. 2008 - 09.
The following table formed on the basis of information collected from
Monthly Economic Report, December, 2008, suggests that Indian
economy is very much affected by global slowdown and can not remain
aloof from it.
All the major sectors of the economy have taken the beating and the
respective growth rates have slowed down drastically. This also puts
the question mark on applicability of future estimations for savings,
investment and growth rate for the Indian economy, at least for near
future.
The latest figures on sectoral growth rates for the period April – Nov.
2008 – 09 when compared with the figures of April – Nov. 2007 – 08
reveal the grim picture for the immediate future.
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Table 6.5: - Comparison of sectoral growth rate of the period April –
November for the years 2007 – 08 and 2008 – 09
Item April - Nov. 2007
– 08
April - Nov. 2008
- 09Industrial Growth Rate 9.2 3.
Infrastructure sector 5.1 2.2
Mining 5.1 3.4
Manufacturing sector 9.8 4
Electricity sector 7 2.9
Exports 33 19.4
Source: Ministry of Finance Department of Economic Affairs Economic,
Monthly Economic Report December, 2008)
As it can be observed from the table not only industrial sector, even the
infrastructure and exports sectors have taken a beating in April – Nov.
2008. In comparison to April – Nov. 2007  in most of areas the growth
rates have fallen more than 50 per cent .On the other hand, policy
formulation for coming out of slowdown would also be not easy,
especially, considering that the annual inflation rate based on WPI has
also been comparatively high at 5.91 per cent for the week ended
December 27, 2008 as compared to 3.83 per cent a year ago.
Secondly, the Fiscal deficit has also significantly increased by 83.30 per
cent during April - November, 2008 - 09 over corresponding period last
year.
6.5 . Relationship of GDP growth rate with Savings rate, Investment
rate, S - I gap and ICOR over the period:
A way to analyse the growth performance is to observe it from
Harrodian perspective. As per the Harrod model, in the closed economy
the three macro economic variables viz. the rate of economic growth ‘g’,
the Savings – Income ratio ‘s’ and Incremental Capital Output Ratio
‘ICOR’ are inter - related with each other in the form of a following
equation:
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sg ICOR
In a closed economy the domestic savings are converted into
investment. The efficiency parameter ICOR helps in determining the
growth rate for the given level of Investment. A higher value of ICOR
represents inefficiency, whereas, a lower value indicates higher
efficiency in conversion of invested capital into output. Thus, in a closed
economy savings are transformed into investment and for the given
value of ICOR the growth rate can be estimated using the above stated
equation. In an open economy the investment rate can be higher than
domestic savings rate as the savings can also be imported from outside
world. Thus, the domestic savings coupled with imported savings
(generally reflected as Current Account Balance in Balance of Payment)
can be translated into investment and which further results into growth,
for the given value of ICOR. It is noteworthy that, the value of ICOR can
also change over the period. For the given level of Investment, a higher
growth rate may be achieved if value of ICOR falls or a lower growth
rate may be witnessed due to rise in value of ICOR. An attempt has
been made by this researcher to peep into these Harrodian parameters
in Indian setting for the period of 1970 – 2004 on the basis of average
decadal values.
Table 6.6: - The average calculated values of GDS rate, GCF Rate,
Current Account Balance, ICOR and GDP growth rate
Period AverageGDS
Rate
Average
GCF
Growth
Rate
Average
Current
Account
Balance
ICOR
Average
GDP
Growth
Rate
1970 - 71 to 1979 -
80
17.5 17.64 - 0.08 6.6 2.92
1980 - 81 to 1989 -
90
19.39 21.24 - 1.85 3.6 5.89
1990 - 91 to 1999 -
2000
23.14 24.54 - 1.27 4.1 5.69
 2000 - 01 to 2003
- 04
25.27 24.39 0.93 4 5.44
Source: Calculated from CMIE Reports and RBI Report
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As per the schedule, the average decadal values for the Gross
Domestic Savings Rate (GDS Rate), Gross Capital Formation Rate
(GCF Rate), Current Account Balance as per cent of GDP (CAB) and
Incremental Output Ratio (ICOR) are taken along with GDP growth rate.
It is evident from the data that, over the decades both GDS rate and
GCF rate has increased significantly from 17 to 18 per cent of GDP to
24 to 25 per cent and have contributed to GDP growth. The ICOR has
declined from 6.60 to almost 4, thereby, reinforcing growth with higher
efficiency. Hence, the GDP growth rate increased significantly from 2.92
per cent in seventies to 5.89 per cent in eighties and 5.69 per cent in
nineties.
The role of foreign savings (reflected as Current Account Deficit)
fluctuated from one decade to another. During seventies, it was almost
negligible but increased drastically in eighties, culminating into BOP
crisis in the year 1991. With economic reforms in progress in nineties
the Current Account Deficit decreased and turned positive in the period
2001 - 04. It is noteworthy that, the average decadal value of Current
Account Deficit as per cent of GDP remained below 2 per cent thus;
indicating that the Indian growth experience is fuelled primarily by
domestic savings and reliance on imported savings has been minimal.
6.6 Correlation Analysis:
The correlation of the GDP growth rate with the Gross Domestic
Savings rate, Gross Capital Formation rate, Current Account Balance
as per cent of GDP and Incremental Capital Output Ratio has been
computed at the 0.01 and 0.05 per cent level of significance. The
correlation coefficients so observed are presented in the following table:
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Table 6.7: - Correlation coefficient of GDP growth rate with other macro
economic aggregates
Correlation Analysis
GDS with Growth Rate 0.356(*)
 GDCF with Growth Rate 0.355(*)
Savings – Investment Gap with Growth Rate 0.133
Financial Savings of Household Sector and
Growth Rate
0.409(*)
* Correlation is significant at the 0.05 level (2 - tailed).
Source: Calculated from CMIE Reports
It is interesting to see the correlation of values of GDS rate, GCF rate,
Savings – Investment gap and Financial Savings of Household Sector
with GDP growth rate. The GDS rate and GCF rate are found to be
having positive and significant correlation of 0.356 and 0.355
respectively with GDP growth rate. This also supports the argument that
rising Savings rate and Investment rate has some definite positive
association with higher growth rate in Indian economy and Indian
economy is witnessing virtuous circle of high savings and high growth
rate. The Savings – Investment gap has low positive and insignificant
correlation with GDP growth rate. This again has important implication
for Indian economy that inspite of liberalization of external sector, the
external sector has not played an important role in furthering economic
growth in India and Indian economy is still a domestic driven economy.
The Financial Savings of Household Sector is found to be having a
positive and significant correlation with growth rate. This emphasizes
the role being played by Household Sector in supplying the financial
resources to the deficit Private Corporate Sector and Public Sector for
the purpose of making fresh investment. It is noteworthy that it is the
Financial Savings rather than Physical Savings of Household Sector
which are available for deficit sectors of the economy.
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6.7. Policy environment:
In this section the researcher has made an attempt to analyse the fiscal
and monetary policy environment in India and related issues for the
period 1970 - 71 to 2003 - 04. The objective behind such an analysis is
to observe that how the fiscal and monetary policy has been formulated
and used for achieving the higher growth rate for the Indian economy
from the long term perspective.
6.7.1 Fiscal Policy:
The fiscal policy has been one of the important constituent of macro -
economic policy in India. It has been used to achieve the objectives of
economic growth, equity and social justice. The public investment, tax
and expenditure policies, public debt and some other fiscal measures
have been used to fulfill the desired objectives. The narrative evidence
suggests that, fiscal policy may be used as a development policy given
that firstly, it does not result into large unmanageable deficit that may
jeopardize the macro economic stability. Secondly, it does not
adversely influence the interest rate and thereby crowds - out private
investment. Thirdly, it should be helpful in generating the savings and
lastly, it should ensure adequate returns from the investment
undertaken by the Public Sector. (Pillai S. Mohanan, Chatterjee
Somnath, Singh Bhupal, Das Sangeeta and Gupta Arnab, 1997). Under
the socialistic pattern of economy in India, the state has been given the
responsibility of promoting the economic activity while the private sector
has been kept under excessive controls and regulations. This is also
evident from the industrial policies of 1948, 1956, 1977 and 1980 and
Industrial Development and Regulation Act (1951). The socialistic
pattern of economic development in India has deeply influenced the
fiscal policy.
In an under - developed economy large expenditures are required to be
undertaken by the government and the receipts generally fall short of
expenditure. Thus the governments of developing countries run deficit
budgets. The problem lies in financing such deficits. The financing of
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large deficits either through monetization or raising public debt results
into macro - economic instability and adversely effects savings,
investment and growth in an economy. The challenge faced in
formulating the fiscal policy is to mobilize the resources through non -
inflationary sources. The fiscal policy may also influence and interfere
with the formulation and working of monetary policy and other macro
economic policies.
Conventionally, it is believed that fiscal operations should result into
some surplus revenue for the government which can further be used for
capital expenditure. The borrowings should be done to finance capital
expenditure rather than revenue expenditure. But in the case of India
historical data suggest otherwise.
An attempt has been made to overview fiscal environment in India with
the help of fiscal indicators. Fiscal indicators: Few fiscal indicators viz.
Gross Tax Revenue, Public Expenditure and Deficits has been
analysed by the researcher for the period of 1970 - 71 to 2003 - 04 to
get an idea about fiscal policy environment and changes therein over
the aforesaid period of time.
1. Tax Revenue:
Figure 6.2: - Direct, Indirect and Total tax revenue
Tax Revenues
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2. Public Expenditure:
Figure 6.3: - Revenue, Capital and Total Expenditure
Public Expenditure
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3. Deficits:
Figure 6.4: - Gross Fiscal, Primary and Revenue Deficits
Budgetary Deficits
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1. Tax revenue: The total tax revenue to the government comes from
direct tax and indirect tax. The total tax revenue stood at almost 7 per
cent of GDP during the beginning of the seventies, it gradually
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increased and by the end of eighties it reached the level of 10.60 per
cent of GDP. During this period the direct tax revenue increased from
1.92 per cent of GDP in 1970 - 71 to a peak value of 2.67 per cent in
the year 1975 - 76 and in later period it moderated a little bit and
hovered around 2 per cent. Meanwhile, the indirect tax revenue which is
the major source of revenue increased from 5.10 per cent of GDP in
1970 - 71 to peak value of 8.73 per cent in the year 1987 - 88. In 1990s,
the total tax revenue as per cent of GDP started to declined and by the
year 1998 - 99 it fell to 8.26 per cent of GDP. During this declining
phase of total tax revenue the indirect tax revenue fell below 6 per cent
of the GDP. But, this phase saw increase in direct tax revenue up to
almost the level of 3 per cent of the GDP, due to which fall in total tax
revenue was restricted to certain extent. The total tax revenue
witnessed reversal of downslide from the year 2003 - 04, it again picked
up and recorded a value of 9.77 per cent of GDP mainly on account of
sustained increase in direct tax revenue.
2. Public Expenditure:
The total public expenditure consists of Capital Expenditure and
Revenue Expenditure. The total public expenditure was 12.31 per cent
in the year 1970 - 71 and by the year 1979 - 80 increased to 17.04 per
cent. But it declined in corresponding few years and was recorded to be
14.99 per cent in the year 1981 - 82. The public expenditure again
picked up in the following years of eighties and by the year 1986 – 87 it
reached a peak value of 20.22 per cent. In the later years, especially,
during mid nineties, it decreased significantly and was observed to be
14.69 per cent in the year 1996 - 97. By the year 2003 – 04, it again
increased to 17.04 per cent.
During the period 1970 - 71 to 2003 - 04, the revenue expenditure
increased from almost 7 per cent of the GDP to about 13 per cent of the
GDP. It increased rapidly during eighties and recorded a peak value of
13.21 per cent during the year 1989 - 90. In nineties, it moderated little
bit and by the year 2003 - 04 it again crossed 13 per cent mark.
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The capital expenditure was recorded to be about 6 per cent of the
GDP in initial years of seventies and peak value of 7.34 per cent was
observed during the year 1978 - 79. In the decade of eighties, during
most of the years the capital expenditure as per cent of GDP remained
above 6 per cent. It is noteworthy that during nineties the capital
expenditure as per cent of GDP declined significantly. It fell from 5.59
per cent in the year 1990 - 91 to 2.51 per cent in the year 1999 - 2000.
Lately, it again picked up and in the year 1999 - 2000 it was observed to
be 3.95 per cent. The reason for increase in public expenditure has
been significant rise in revenue expenditure rather than capital
expenditure, on the contrary after eighties the capital     expenditure has
declined. The revenue expenditure has increased basically due to
drastic increase in interest payment obligation and subsidies. The
combined burden of interest payment and subsidies was less than 2 per
cent in seventies but by the end of the decade of nineties it increased to
more than 6 per cent of the GDP.
3. Deficits: The tax and expenditure pattern of the government is
reflected in the budget of the government. As mentioned earlier, the
governments of the underdeveloped world run deficit budgets and
Indian economy is also not an exception of this. During the period under
the consideration, the gap between the tax revenue and expenditure of
the Indian government increased significantly and became an area of
concern. It resulted into huge public debt, the burden of which became
unbearable and threatened the macro economic stability of Indian
economy. The rising deficit government budget in eighties translated
into Balance of Payments crisis in 1991. The structural reforms under
taken in nineties improved the situation to certain extent, but high
revenue expenditure and falling capital expenditure remained the areas
of concern on expenditure side. On the tax revenue side, the overall tax
collection as per cent of GDP has improved but still it is low. The
positive aspect of tax revenue is that the direct tax revenue has
increased in post reform era. The indirect tax revenue has witnessed
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fall in post reform era basically due to drastic reduction in custom duties
as a part of liberalization of external sector.
The fiscal deficit as per cent of GDP was observed to be 3.08 per
cent in the year 1970 - 71 and it crossed 5 per cent mark in the year
1978 - 79. During the eighties it continued to increase and recorded a
peak value of 8.47 per cent of GDP during the year 1986 - 87. From
1984 - 85 to 1990 - 91 it remained above 7 per cent of GDP. During the
period of reforms fiscal deficit declined to certain extent and by the year
1996 - 97 it fell to 4.88 per cent of GDP. From the year 1997 - 98 to
2002 - 03 fiscal deficits remained above 5 per cent but below 7 per cent
of the GDP.
The primary deficit was observed to be 1.76 per cent of GDP in the
year 1970 - 71 and it increased to a peak value of 5.49 per cent in the
year 1986 - 87. Thereafter, it declined and by the year 1995 - 96 it fell
below 1 per cent of the GDP. In the year 1998 - 99 it sprang to 2.04 per
cent. In later years it declined and recorded a surplus value of 0.03 per
cent in the year 2003 - 04.
The revenue deficit as per cent of GDP remained negative i.e. the
revenue account witnessed surplus during most of the years of 1970s.
In the year 1975 - 76 the revenue account had a surplus value of 1.06
per cent of GDP. Decade of eighties witnessed increase in value of
revenue deficit up to 2.5 per cent of GDP. It is noteworthy that in
nineties although fiscal deficit moderated down to certain extent the
revenue deficit increased further almost reached 4 per cent of GDP.
Even in the period 2000 - 01 to 2002 – 03, it continued to increase and
recorded a value 4.39 per cent.
6.7.2. Monetary policy:
The monetary policy is an important constituent of macro - economic
policy framework for any economy. The flow and cost of credit can be
regulated through monetary policy. Although the objectives of monetary
policy are same as other macro -  economic policies but with reference
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to India the monetary policy is formulated with the objectives of growth,
equitable distribution of income and price – stability. The price –
stability has been the prime objective of India’s monetary policy. But the
role of monetary policy in furthering the economic growth can not be
ignored. A favorable environment for economic growth can be created
with the help of monetary policy. The monetary policy can be used as a
tool for mobilising savings, efficiently allocating savings in priority areas
of investment and achieving high growth. A low - inflation and low -
interest rate environment generally help in attaining high and
sustainable growth.
In a capital scarce economy, monetary policy would need to be
evaluated in an integrated framework in terms of the inter – relationship
among money, output and prices……….the pick up in the inflation rate
broadly coincided with acceleration in monetary expansion and also
higher inflation rates coexisted with lower growth.(Mohanty, Sardar and
Prasad, 1997)
In this section, three quantitative tools of monetary policy i.e. Bank
Rate, SLR and CRR are analysed over the period 1970 - 71 to 2004.
Figure 6.5: - Bank rate
Bank Rate
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Figure 6.6: - Statutory Liquidity Ratio
Statutory Liquidity Ratio
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Figure 6.7: - Cash Reserve Ratio
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In India, from seventies up to mid nineties the monetary policy was
greatly influenced due to drastic increase in reserve money and
automatic monetization of government fiscal deficit. The huge
government deficits required financing through banking sector that too
at lower rates. This resulted in significant increase in SLR, CRR and
issuance of ad - hoc treasury bills.
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In the year 1971 the Bank Rate was at 6 per cent and by the year 1974
it was increased to 9 per cent. During eighties, it was kept at 10 per
cent, whereas, in October 1991 it was set at all time high value of 12
per cent. During nineties, it was gradually decreased to 8 per cent and
in the October 2002 it was decreased to 6.25 per cent.
The CRR was below 7 per cent during the decade of seventies and in
eighties it was increased significantly from 6.5 per cent to 15 per cent.
In the decade of nineties, it was reduced from 15 per cent to 9 per cent
and by end of the year 2004 it declined to 5 per cent.
The SLR was observed to be 26 per cent in the beginning of seventies
whereas it was increased to 34 per cent by the end of the decade. In
the decade of eighties it was further increased to almost 38 per cent. In
nineties, the SLR was reduced from peak value of 38.5 per cent to
minimum value of 25 per cent.
Up to eighties, the monetary policy was formulated in the shadow of
fiscal policy with almost no scope for the central bank to work
independently of government and thus, rendered the monetary policy
ineffective. During reforms period monetary policy was subjected to
major changes. Firstly, the system of ad – hoc treasury bills was
discontinued and Ways and Means Advances was introduced.
Secondly, the CRR and SLR were significantly reduced. Thirdly, there
was gradual shift from direct to indirect method of monetary control.
It is noteworthy that over the time the challenges faced by monetary
policy have also undergone major changes. After the reforms, to an
extent formulation of monetary policy has been relatively more
independent of fiscal considerations in comparison to pre reform era.
But due to liberalization of external sector the formulation of monetary
policy has become more difficult as it has to manage foreign exchange
reserves and foreign exchange rate also. The inflow of foreign capital
has also necessitated the use of sterilization measures so as to protect
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domestic economy from short run ill effects but it has also added
interest burden and has proven to be detrimental from long run point of
view for the economy. Lately, monetary policy pursued in India has
been facing an upheaval task of controlling double digit inflation and
preventing any financial crisis as witnessed by USA and number of
other countries. To a large extent it has been able to control inflation
and avoiding any major financial crisis but not without a cost. Due to
persistent increase in interest rate structure and monetary tightening
number of sectors of the economy has been adversely effected and that
has also resulted into slow down of the growth rate. Now, with inflation
well within the control and low growth rate being observed in number of
sectors, monetary loosening has been taken up by the Central bank to
give impetus to aggregate demand and production activity.
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Chapter Seven
General Observations, Factual Conclusions and Economic
Policy Options
Introduction:
In this chapter, an attempt is made to report results of this research pin
pointedly. For this, the chapter is divided into three parts : the first one
expresses general observations of the study, the second one highlights
results of factual table - based analysis, whereas, the last one reveals
economic policy options based on the results.
It can be observed from the content of the research that most of the
objectives of the thesis are fulfilled as chapters are arranged in such a
way that main objectives of the study can be achieved. However, there
is further scope of the research from time to time as macro economic
policy changes often happens from government to government. Saving
and Investment gap as well as gap analysis of budget also appear
important with role of the government and the policy of the Reserve
bank of India. This researcher is inclined to show general observations
of this research as under:
7.1 General Observations:
1. Pre - reform and Post - reform period in India has witnessed identity of
saving and investment gap (internal Gap) and Current Account
Balance (External gap) in Indian economy.
2. It can be observed from chapter No.2 that there are several studies
carried out by the scholars. Still, however, there is vital scope to carry
out further research on the issues as spelled out in Chapter No. 2 Pp
50 to 52.
3. In the case of emerging market economy like India, investment need to
be supported by savings for equilibrium of the monetary sector looks
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prima facie. But after reform period, there are several years, where
investment was not supported by the domestic savings. In such cases,
savings – investment gap was bridged by external sources like inflows
of foreign exchange by FDI and FII. Thus, for the higher rate of growth
of real sector of the economy, it was absolutely required to bridge such
gap by liberalization policy.
4. Market driven structure of low rate of interest has motivated domestic
investment significantly in Indian economy. Liberalization, privatization
and globalization policy has provided a vital boost of investment in
emerging market economy of India.
5. Financial deepening process as mentioned by Ronald McKinnon took
place in Indian financial system that has helped to mobilize
institutionalized Financial Savings, which has provided substantial
capital formation than that of physical asset formation in Indian
economy.
6. Financial Savings became more popular among the household and
other sectors due to safety, liquidity and sound confidence of the
saving community.
7. Looking to the experiments and experiences of China, one can
observes the fact that the contribution of Public Sector savings in GDS
remained very high, whereas, in the case of India, it has remained
sluggish even after reform period. Contrary to this fact, in the case of
USA, the Private Corporate Sector savings remained very high but in
the case of India it has not improved up to desired extent. Savings and
investment gap was filled in by external sources.
8. Although the external form of resources was in the form of debt and
liabilities, whereas, after reform period the nature of external sources
are found largely in the form of equity and portfolio investment.
9. Foreign direct investment (FDI) is superior to equity or portfolio
investment in India in order to bridge the gap between domestic
savings and investment. This process may enable emerging market
economy like India for higher rate of growth of production, exportable
surplus, sustainable rate of employment and GNP.
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10. The Reserve Bank of India must monitor and exercise instruments of
the monetary policy for the sustainable growth of savings and
investment as mentioned in plan document of the Eleventh Five - Year
plan and as per projection made by this researcher in chapter number
six.
7.2 Factual Table - based and calculation based results:
 GDS and its Components: -
The GDS rate has increased significantly over the period. It increased
from 14.56 per cent to 28.13 per cent in the span of 34 years. Thus,
there has been gradual transformation of Indian economy from a low
savings economy to a high savings economy. The GDS rate on average
decadal basis increased from 17.5 per cent in 1970s to 25.27 per cent
during the period 2001 - 04. (Fig.3.3, Tab. 3.1)
The major contribution to the increase in GDS has come from
Household Sector. The Household Sector and Private Corporate Sector
have positively contributed to GDS, while the contribution of Public
Sector has turned from positive to negative. This implies that over the
period, there have been considerable changes in composition of GDS.
Such compositional change in GDS over the period is expected to have
influenced the Investment pattern and economic growth rate.
The long term trend for the share of Household Sector savings in GDS
is upward sloping. The Household Sector savings has increased
drastically from about 69 per cent in 1970s to above 90 per cent during
the period 2001 - 04. (Fig. 3.5, Tab. 3.2)
Over the years, contribution of Private Corporate Sector in GDS has
also been increased as indicated by the long term linear trend. The
average decadal value of Private Corporate Sector savings increased
from about 9 per cent in 1970s to above 15 per cent in the later period.
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The Private Corporate Sector savings increased during the period of
economic reforms in general and privatization process in particular.
(Fig. 3.9, Tab. 3.4)
The Public Sector contribution to GDS has declined over the decades
and lately it has become a drag on GDS with its negative contribution.
The average decadal value of Public Sector savings decreased from
about 21 per cent to (–) 6 per cent during the period 1970 - 71 to 2001 -
04. The significant fall in contribution of Public Sector in GDS is an area
of concern. (Fig. 3.7, Tab. 3.3)
 Household Sector Savings and its components: -
For the period 1970 - 71 to 1999 - 2000, the percentage share of
Physical Saving in Household Saving and in GDS witnessed a clear
declining trend. But the percentage share of Physical Savings in
Household Sector savings and GDS showed reversal, as it increased
during the period 2001 - 04. (Fig. 3.11, Tab. 3.5)
On the other hand, the percentage share of Financial Savings in
Household Saving and GDS has increased during the period 1970 - 71
to 1999 - 2000 but it declined during the period 2001 – 2004. (Fig. 3.13,
Tab. 3.6)
During the initial years the relative share of Physical Saving was as high
as 70 per cent, while the share of Financial Savings was mere 30 per
cent in Household Saving. But gradually over the time, the relative
share of Financial Savings increased and the share of Physical Saving
declined. (Fig. 3.14)
During the rising period of Financial Savings, the components of the
Financial Savings showed dissimilar behavior. On one hand, the
percentage shares of Currency, Net Deposits and Provident & Pension
Funds have fallen over the long term; while on the other hand, the
percentage shares of Shares & Debentures, Net Claims on Govt. and
Life Insurance Funds in Financial Savings have increased over the
time. Such a compositional change in Financial Savings is indicative of
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fact that the preference for financial instruments having higher yield,
more liquidity and more social security has increased among the
Households. (Fig. 3.16, 3.18, 3.20, 3.22, 3.24, 3.26, Tab.  3.7, 3.8, 3.9,
3.10, 3.11, 3.12 and 3.21)
 Components of Private Corporate Sector Saving: -
The percentage shares of Financial Companies and Non - financial
companies in Private Corporate Saving have witnessed improvement
over the time, whereas, the percentage share of Co - operative Banks &
Societies has declined. The percentage share of Non – Financial
Companies has increased from 87.01 per cent in 1970s to 92.30 per
cent during the period 2001 - 04. The percentage share of Financial
Companies has also increased from 2.12 per cent to 3.63 per cent,
although the average value for 1990s was observed to be quite high at
9.79 per cent. The average percentage share of Co - operative Banks &
Societies in Private Corporate Sector has declined from 10.86 per cent
in 1970s to 4.06 per cent in the period 2001 - 04. (Fig. 3.36, 3.38 and
3.40, Tab. 3.17, 3.18, 3.19 and 3.22)
 Components of Public Sector Savings : -
Among the components of Public Sector Savings, the percentage share
of Government Administration has drastically declined over the period,
whereas, the long term trends for percentage shares of Departmental
Enterprises, Government Companies and Statutory Corporations are
positive. The savings by the Government Administration remained high
and positive in 1970s at 53.10 per cent. During 1980s, it turned
negative and in the period 2001 - 04, it averaged a very high negative
value of – 547.46 per cent. It is noteworthy that the process of reforms
has positive impact on components of Public Sector savings other than
Government Administration. But current expenditure of Government
Administration over the current receipts increased uncontrollably
leading to huge negative gap surpassing the positive contribution of
other components and ultimately resulting into negative Public Sector
savings. The decadal average for the percentage shares of
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Departmental Enterprises, Government Companies and Statutory
Corporations have increased significantly from 1970s to 1990s. But the
average percentage shares of all the components for the period 2001 -
04 have shown downturn. (Fig.3.28, 3.30, 3.32 and 3.34, Tab. 3.13,
3.14, 3.15, 3.16 and 3.23)
 Present scenario of Savings:
The present scenario of gross domestic savings in India is very
encouraging. The GDS rate reached almost the mark of 30 per cent in
the year 2003 - 04 and it has increased to 34.77 in the year 2006 - 07.
All the three components of GDS viz. Household Sector savings,
Private Corporate Sector savings and Public Sector savings have
contributed towards this robust performance. (Tab. 3.24)
 Future prospects of Savings:
The average GDS rate during the five year (2007 - 08 to 2011 - 12)
period is expected to be 41.21, 33.97 and 31.19 respectively, as per
projections by Cubic, Quadratic and Exponential trends. (Tab. 3.27)
 Gross Capital Formation and its components
The Gross Capital Formation rate has increased over the time. It
fluctuated from a minimum value of 15.14 per cent in the year 1972 - 73
to a maximum value of 26.90 per cent during 1995 - 96. The decadal
average value of Gross Capital Formation as per cent of GDP
increased from 17.63 per cent in 1970s to 24.54 per cent for the period
2001 - 04. (Fig. 4.2, Tab. 4.1)
The increase in Gross Capital Formation has been positively
complimented by Household Sector and Private Corporate Sector,
whereas, role of the Public Sector in Gross Capital Formation has
reduced considerably.
The percentage share of Household Sector in GCFAI has fluctuated
over the time and lately it has been around 50 per cent. The long term
trend of Capital Formation by Household Sector as percentage of GDP
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has improved over the time. The average decadal value Capital
Formation by Household Sector as percentage of GDP was recorded to
be around 7.64 per cent in 1970s, whereas, for the period 2001 - 04,
the average value increased significantly and recorded to be 12.15 per
cent. Thus, the Household Sector has become a dominating sector
within all among the sectors in undertaking the investments in the
economy. (Fig. 4.3, Tab. 4.2)
The percentage share of Private Corporate Sector in GCF increased
significantly over the period. The percentage share of Private Corporate
Sector increased from about 13 per cent in 1970s to almost 29 per cent
in 1990s, but during the period 2001 - 04, it fell to 20 per cent. The
decadal average value of Capital Formation by Private Corporate
Sector as percentage of GDP increased from 2.40 per cent in the 1970s
to 6.72 per cent in the 1990s. This emphasizes the growing role of
Private Corporate Sector in Indian economy. (Fig. 4.5, Tab. 4.3)
The percentage share of Public sector in Gross Capital Formation fell
from an average value of 44.65 per cent for the decade of 1970s to the
value of 25.87 per cent value during the period 2001 - 04. The Capital
Formation by Public Sector as percentage of GDP also decreased over
the period. It fell from an average value of 10 per cent in 1980s to 5.85
per cent in the period 2001 - 04. Thus the role of Public Sector in Gross
Capital Formation has undergone a sea change. From once being a
leading sector, it has taken a back seat in undertaking investment. (Fig.
4.7, Tab. 4.4)
 Present scenario of Investment:
The Investment rate has improved significantly in recent years. In
recent years, it remained above 30 per cent.  During the year 2005 - 06
the Investment rate was observed to be 35.5. This sharp rise in
Investment rate has been basically due to marked improvement in
Investment by Private Corporate Sector. The rise in GDS rate has also
been on account of higher contribution by Household Sector. The
contribution of Public Sector in Gross Capital Formation rate has also
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increased lately. It is noteworthy that, in recent years the relative
importance of Capital Formation by Private Corporate Sector has
increased significantly in overall Investment rate, while the reliance on
Public Sector for Capital Formation has reduced. The Household Sector
continues to play an important role in Capital Formation and has
maintained its contribution. (Tab. 4.5)
 Future projections of investment:
The average GCF rate for the five year period (2007 - 08 to 2011 - 12)
is expected to be 39.35, 33.15 and 32.08 respectively as per projections
by Cubic, Quadratic and Exponential trends. (Fig. 4.9, Tab.4.6 and 4.7)
 Savings - Investment gap
During the period 1970 - 71 to 2003 - 04, the negative Savings –
Investment gap has been wiped out and lately there has been a positive
Savings – Investment gap. The net surplus Household Sector has filled
the gap, whereas, the net deficit Public Sector has tended to increase
the negative gap. (Fig. 5.1, Tab. 5.1)
The Household Sector has been net saver and hence, it has positive
savings – Investment gap. The long term linear trend for Household S -
I gap as percentage of GDP is steeply upward sloping, indicating that
over the period, positive gap has significantly increased. It is noteworthy
that, apart from being a major contributor to Gross Capital Formation
the Household Sector in India generates surplus savings, which are
canalized as Investment in other sectors through the process of
financial intermediation. (Fig. 5.2, Tab. 5.1)
It is worth mentioning that the Public Sector in India has been
traditionally a net borrower of savings and hence the savings –
Investment gap has remained negative historically. The long term trend
for Public Sector S - I gap as percentage of GDP has been observed to
be downward sloping, indicating that over the period of time the
negative Public Sector S - I gap as percentage of GDP has increased.
In other words, the reliance of Public Sector for resources from external
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sources has increased. It is striking to note that the Public Sector in
India, rather than contributing to its own Investment through increased
savings has been incurring negative savings. It is equally important to
emphasise that over the years, inspite of declining Investment rate of
Public Sector, the negative savings – Investment gap has increased
due to ever rising negative savings of the Public Sector. (Fig. 5.4, Tab.
5.1)
The long term trend for Private Corporate Sector Savings – Investment
gap as percentage of GDP indicates no major change. The Private
Corporate Sector has also been net borrower of savings and hence the
savings – Investment gap has remained negative. There is marginal
increase in negative gap over the period of time. It is noteworthy that on
one hand the Investment rate of Private Corporate Sector has
increased over the period but at a same time the savings of the Private
Corporate Sector has also witnessed appreciable increase. Therefore,
the savings - Investment gap of Private Corporate Sector has not
increased tremendously. (Fig. 5.3, Tab. 5.1)
 Current Account Balance
The balance in the Current Account of Balance of Payments has
remained negative for most of the time during the period 1970 - 71 to
1999 - 2000. The Current Account Deficit deteriorated in pre reform
period   but in post reform period it has moved towards positive
direction and lately it has turned positive. It is noteworthy that the
Current Account Deficit has remained below 2 per cent of GDP for most
of years. As the negative Current Account Balance can also be
considered as import of savings from outside world, it can be noted that
the Investments in India are basically domestically driven and the
dependence on the foreign capital has been minimal. The mode of
financing of current account also under went major change. In the post
reform period role of debt instrument like External Assistance declined
significantly, whereas, the equity funds such as Foreign Investments
picked up considerably. (Fig. 5.5, 5.6, 5.7and 5.8, Tab.5.3)
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 Economic Growth Rate and policy environment
The growth rate fluctuated frequently but the long term trend of growth
rate of GDP is positive. The average decadal values for GDP growth
rate have been higher during 1980s and 1990s in comparison to 1970s.
The average value of economic growth rate for the decade of 1990s
and for the period of 2001 - 04 has been almost same as that of 1980s
i.e. about 5.50 per cent. Although it is noteworthy that in comparison to
1980s during the later periods the growth rate has been more stable.
There has been significant improvement in the economic growth rate
performance at the backdrop of rising savings and investment in the
economy in the post reform period. Thus the Indian economy has
successfully broken the vicious circle of poverty and entered into
virtuous circle of growth, where in the initial stages investment drives
growth & then growth drives the saving & finally it becomes a virtuous
cycle of saving & investment & economic growth each driving the other.
The average decadal value of Current Account Deficit as per cent of
GDP remained below 2 per cent, thus indicating that the Indian growth
experience is fuelled primarily by domestic savings and dependence on
imported savings has been minimal. (Fig. 6.1, Tab. 6.1and 6.6)
In the pre – reform era, monetary policy was formulated in the shadow
of fiscal policy with almost no scope for the central bank to work
independently of government and thus rendered the monetary policy
ineffective. During reforms period monetary policy was subjected to
major changes. Firstly, the system of ad – hoc treasury bills was
discontinued and Ways and Means Advances was introduced.
Secondly, the Bank rate, CRR and SLR were significantly reduced.
Thirdly, there was gradual shift from direct to indirect method of
monetary control. (Fig. 6.5, 6.6 and 6.7)
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Present scenario of Economic Growth in India:
The economic growth rate has been above 9 per cent for the years
2005 – 06 and 2006 - 07 on account of high Investment rate above 35
per cent and GDS rate of more than 34 per cent. The growth rate
remained persistently high for consecutive years. (Tab. 6.2)
 Future prospects of Economic Growth:
It is noteworthy that the estimated average values for the GDP growth
rate for the period of 2007 – 08 to 2011 - 12 lies within the range of 8.02
per cent and 9.84 per cent as per the trend analysis approach and
these values are very much comparable with the values given by the
Working group on Savings for the eleventh five year plan. Looking at
current global slowdown it is very much unlikely that these projections
of the growth rate will hold. (Tab. 6.4 and 6.5)
Correlation Results:
Correlation of GDS rate with its components
GDS was observed to have high - positive and significant correlation
with Household Sector savings and Private Corporate Sector savings,
while its correlation with Public Sector Saving is recorded to be high -
negative and significant. This also highlights the fact that in India the
high savings are achieved primarily due to rising savings of Household
Sector and Private Corporate Sector, whereas, the role played by
Public Sector in generation of savings is highly unsatisfactory.
The correlation between Household Sector savings and Public Sector
savings is found to be high - negative and significant, whereas, between
Private Corporate Saving and Household Sector savings it has been
high - positive and significant. (Tab. 3.32)
 Correlation of  Investment rate (GDCF rate) with other variables
The Investment rate is positively and significantly correlated with
Investment by Household Sector and Private Corporate Sector. The
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correlation between overall Investment rate and Investment by Public
Sector was found to be insignificant. The overall Investment rate was
found to be significantly positively correlated with Private Corporate
Sector savings, Household Sector savings and GDS rate. (Tab. 4.8)
 Correlation of domestic gap with other variables
The correlation of overall Savings – Investment gap with Household
Sector S - I gap and with and Private Corporate Sector S - I gap is
positive and significant. The correlation with Public Sector S - I gap is
insignificant. The correlation of overall S - I gap with GDS rate is
observed to be positive and significant, whereas, the correlation with
Investment rate is found to be weak and insignificant. (Tab. 5.2)
 Correlation of economic growth with other variables
The GDS rate and GCF rate have positive and significant correlation with
GDP growth rate. This also supports the argument that Indian economy is
witnessing virtuous circle of high savings and high growth rate. The
Savings – Investment gap has low positive and insignificant correlation
with GDP growth rate. Thus, external sector is not playing an important
role in furthering economic growth in India and Indian economy is still
driven largely by domestic resources. The Financial Savings of Household
Sector has a positive and significant correlation with growth rate. It also
furthers the argument that financial deepening can result into higher
resource mobilization and thus help in achieving higher growth rate. (Tab.
6.7)
7.3 Economic Policy Options:
1. The Reserve Bank of India has followed market driven structure of
rate of interest in Indian economy in order to boost financial engineering
in Indian financial system on one hand and on other hand, it has
encouraged institutionalized savings and investment process, which
need to be continued.
Financial liberalization policy has resulted into excess reserves which
need to percolate for inclusive growth of sectors and people.
253
2. The Reserve Bank of India should manage forex reserves in such a
way that the excess portion of the reserves for infrastructure
development and rural and urban development projects, which are
economically viable and technically feasible.
3. The scope of globalization of financial services needs to be
expanded through institutional changes and instrumental changes for
capital - deficit and basic infrastructure deficit country like India.
4. In the present study the researcher has limited himself for forecasting
of GDS rate and GCF rate on the basis of time series trend analysis. A
similar exercise for the components of GDS and GCF can also be
undertaken to estimate the future expected values of all such
components.
5. A detailed statistical model based on components of GDS or GCF
can be formulated. Such a model can be used to understand the
behavioural changes, for establishing relationships among the various
components and for estimating the values.
6. With regard to methodological aspects, the present study has been
based on the current values of macroeconomic variables used in the
study due to lack of availability of all the data in real terms. A better
understanding can be developed and more accurate observations can
be drawn if data used is available in real terms for all the variables. For
this, CSO, RBI, Planning commission need to manage data archives.
7. The past monetary and fiscal policy environment should be
overviewed in light of changes observed in composition of GDS, GCF,
Current Account Balance and economic growth. A model for a desirable
policy environment to encourage higher GDS and GCF so as to achieve
a high rate of growth can be formulated. As per the present study it is
felt that the monetary and fiscal policies should also have a long term
orientation to achieve high growth rate. A long term low interest and low
inflation regime is expected to positively influence economic growth. A
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low interest rate regime along with fiscal prudence is required to sustain
high growth rate.
8. The sectoral compositional approach needs to be followed the
behaviour of GDS and GCF can also be used to understand inter -
sectoral flow of funds and the interdependence among the sectors for
funds. Such an approach can be used for financial planning purpose.
9. Another area is role played by external sector in fulfilling the negative
gap between savings and investments. Inflow of the equity capital and
debt capital to India and some of the other economies of the world has
become the source of import of savings. Import of such savings need to
be executed especially in terms of equity flows vis -  a – vis  debt flows
and their role in growth performance of host country. It also needs to be
decided whether import of savings can be used as a deliberate a policy
aspect to raise the investment rate so that higher growth can be
achieved.
10. A special policy can be formulated so as to achieve the role of
Financial Savings of Household sector for a higher growth rate. As the
Financial Savings of the household sector are the actual savings
available for investment purpose to the Private Corporate Sector and
Public Sector. For this, innovative schemes for mobilizing Financial
Savings can be introduced, which may help in pooling the idle
resources for investment purpose.
11.  The role played by the Public Sector in generation of savings in
India has been dismal. The Public Sector can play significant role in
generation of savings and thereby, can contribute positively to the GDS.
The savings of Government Administration needs special attention as it
has become a drag on Public Sector savings.
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